








Avail Yourself of These 3 Advantages 
Go Essential Under Today's Conditions 


| At a time when new, profitable opportunities are evident—while significant 
e developments are occurring in politics, business and industry the guidance of 
The Magazine of Wall Street can be of invaluable service to you. . . . Each fort- 
nightly issue interprets the changing events, nationally and internationally, in terms 





of your welfare as an investor. 


.. . Each issue provides you with a forecast of the trends of finance and securities .. . 
together with periodic forecasts of developments, earnings, profits and dividends of 
all principal companies in the chief branches of industry and commerce. You also 
receive frequent, detailed analyses of leading industries and of important companies 
... plus ... specific recommendations of securities offering the greatest opportun- 
ities for income and profits. 


? As a regular subscriber you may request opinions, by wire or mail, on up to 
® three listed stocks or bonds at a time .. . and in return receive—without charge 
—the impartial advices of our analysts in the form of a personally-dictated reply 
fitted to your individual needs and objectives. 











And, in addition, you will receive our 164-page handbook . . . "TIMING— 

e When to Buy and Sell in Today's Markets’, by John Durand, the third large 

printing of which is now ready for free distribution to new yearly subscribers. This 

easily understood explanation of those technical factors of the market which forecast 

trends will help you determine when to buy and when to sell, the most important 
element in successful trading and investment. 


Let this dependable securities and business advisory ser- 
vice in magazine-form quide you through the important 
weeks and months of the year ahead. And don't forget 

. . as a regular subscriber you are always welcome to 
write us for our dependable advice when you are in doubt. 
Subscribe now. Just fill in the coupon below and mail 


Consultation Privileges Through The Magazine of Wall Street 10-8MPG 
90 Broad Street, New York 


Personal Service Department 


Your subscription gives you the privilege of writing Enclosed find my remittance of $7.50 for which enter my subscription to 
or wiring for personal opinions by our experts on The Magazine of Wall Street for one year—including free Personal Inquiry 
listed stocks or bonds (as many as three each time | Service—and send me a copy of "TIMING, When to Buy and Sell in 
and as often as you wish). Today's Markets.” 


__ Price Paid 


Address 


$7.50 in U. S., Canada, and Pan-American countries. $1 additional for all other 
countries. 
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“Where 


can we get a speaker. ae 


one who will capably de- 
liver an address on current 
business conditions, eco- 
nomics or finance, in an 
interesting manner?” 


Many of our readers have 
made requests such as this 
for someone to speak before 
clubs, business groups and 
erganizations. 


Realizing this need, The 
Magazine of Wall Street 
now offers you the services 
of its 


SPEAKERS 
BUREAU 


Full information will be supplied 
on request to— 


The Magazine of Wall Street 
90 Broad St., New York, N. Y. 
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Calm, Cool and (ollected 


WHEN in our last issue we told the 
story of a war that didn’t happen 
and how the market was saved by a 
sense of humor, we endeavored to 
point out the advantage of a “calm, 
cool and collected” attitude. We 
knew that the crisis in Europe was 
very close and we felt sure that with 
front pages growing more alarming 
every day there would be a thorough 
test of our resistance to hysteria. 
The test has to all appearances 
been passed with flying colors. It is, 
of course, too much to hope that the 
muddled situation in Europe will be 
settled without further nervous mo- 
ments, or indeed that it will do more 
than fade and reappear so long as 
dictators flourish, but we are def- 
initely through the worst stages, and 
judging by the action of the market 
itself and by the letters that have 
been coming in to us, investors in 
this country have shown a remark- 


able and an admirable sense of bal- 
ance. There has been no frenzy or 
panic in the requests for advice, sim- 
ply a realization of what these 
events might mean and a determi- 
nation to think the problem out be- 
forehand, if possible. Considering 
the intensity of the strain, investors 
have evidently succeeded as never 
hefore in keeping their emotions out 
of their market decisions. 

The problem has nevertheless 
been difficult and we have fre- 
quently been asked: Shall I turn all 
my stocks into cash until this trou- 
ble is over? Sometimes that might 
be wise, but we have felt all through 
this period that only the most un- 
usual individual circumstances 
would justify such a course at this 
time. A somewhat greater degree 
of liquidity than the ordinary may 
have been a sensible precaution; as 
for sacrificing one’s whole position, 


such a move could only be termed 
shortsighted. 

Admitting the possibility that a 
war might close the Stock Exchange 
for a short while, yet bearing in 
mind the indications of higher prices 
eventually even in that case, the 
nub of the whole problem must lie 
in that one word—liquidity. We 
have yet to find two persons whose 
requirements jin this respect are 
alike; for some a small amount of 
cash on hand is ample, while others 
who may be subject to greater de- 
mands in a time of stress should be 
as much as fifty per cent or more 
liquid. The decision has obviously 
been one for each investor to make 
individually. 

We feel confident, however, that 
few major mistakes will be made so 
long as our readers maintain the 
and balance they 
have exhibited in recent weeks. 





IN THE NEXT ISSUE 


How to Reduce Your Tax Liability for 1938 


By M. L. Semman 


Are Chain Stores on the Way Back? 


By Warp Gates 


Note the Open Letter to Our Readers on page 729 
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DISTANCE means 





One man has a question. An- 
other man knows the answer. 
They’re three hundred or three 
thousand miles apart. But a Long 
Distance call brings them to- 
gether in a minute and a half! 
( Average time.) 

When will that steel be deliv- 
ered? Why is McKay’s account 
way overdue? Will Weber be in 
when I hit Houston? Where are 
the figures from Pittsburgh? 

Get the facts and get ’em fast! 
Long Distance is the easy, eco- 


nomical, modern way to do it. 





and QUICK ACTION too! 
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The Trend of Events 


WAR CLOUDS LIFT .. . Now both we and the world 
can sigh with relief, for the immediate war clouds have 
lifted and the probabilities are that at least the autumn 
and winter will pass without European disaster—and we 
can again get on with our business affairs more or less as 
usual. 

These recent weeks of strain seem like an age, but they 
have apparently done no serious damage to our economic 
recovery. The charted line of business activity has flat- 
tened out since the third week of August and the fear of 
war undoubtedly was largely responsible for this, al- 
though a temporary pause after the fast June-July upturn 
in business and markets would not have been surprising 
or alarming in any event. Now the stock market is once 
more free to appraise our domestic prospect, ex-war. 
There are some uncertainties in this prospect, of course, 
but they are the normal uncertainties of volume, prices, 
profits, domestic politics—the unfrightening uncertain- 
ties that we always have with us. Through these we can 
and will find our way along the recovery road which the 
basic financial and economic forces have opened for us 
since last spring. 


PROGRESS WITHIN THE EXCHANGE .. . Develop- 
ments in the reorganization of the Stock Exchange have 
come so rapidly and continually over the past few months 
that it has been difficult to pick out any particular one 


and say that here is a landmark of progress. With the 
appointment of three representatives of the public as 
voting members of the board of governors, however, 
something very definite has been achieved. The Stock 
Exchange has long been accused of a resemblance to a 
private club, whose members had a community of inter- 
est but no responsibility to outsiders. That stigma is 
now completely erased, along with the feeling that secrecy 
in deliberations may have made it easier to cover up 
lapses from the Exchange’s high business standards. 

The three men who were named as governors are of 
the type not only to appreciate the responsibilities of 
their trust but to bring an accretion of real ability which 
the other members will find helpful. Although well- 
known, they will not be figureheads. Carle C. Conway 
of the Continental Can Co., Robert M. Hutchins of the 
University of Chicago, and General Robert E. Wood of 
Sears, Roebuck & Co. would strengthen any board of 
directors. Their appointment has already proven grati- 
fying to the Stock Exchange and the SEC; public 
appreciation of the importance of the step will be slower 
in becoming apparent, but will grow along with a re- 
newed confidence in the New York Stock Exchange. 


“PLANNED AGRICULTURE"... Senator Key Pitman 
has a simple solution for the farm problem. Take cotton, 
for example. Let the Government buy the farmer’s out- 
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put at 12.9 cents a pound, against open market price now 
around 8 cents. Then swap the cotton in foreign mar- 
kets for silver, giving ten pounds of cotton for one ounce 
of the metal, which is worth 43 cents in the present mar- 
ket. Next print paper money against this silver at 
the rate of $1.29 for every ounce. Thus the farmer would 
get a bonus, the foreign buyer a subsidy—and it would 
cost the Government nothing. The same remedy could 
be applied to other surplus farm products. For that 
matter, it could be applied to any goods we have to ex- 
port. Unfortunately, the world has had considerable 
experience—disastrous experience—with Mr. Pitman’s 
basic idea. It is inflation pure and simple. 

Senator “Cotton Ed” Smith has a different idea. This 
year’s farm legislation having been a flop, he confidently 
promises to do over again, at the next session of Con- 
gress, “the whole job” of a farm bill. Meanwhile he 
proposes that the Government increase its price-pegging 
loan on cotton. 

Along still other lines runs the mind of Secretary of 
Agriculture Wallace. He urges return to processing 
taxes to finance the Federal farm control program, which 
he thinks will work satisfactory if given further trial. 
Meanwhile he says a bit of temporary export subsidies— 
crude people call it “dumping”—may be advisable—and 
if the wheat farmers want certain price control we may 
have to come to absolute Government monopoly in the 
grain market. That is, the Government would buy all 
wheat from cooperating farmers at a fixed price and tax 
non-cooperating farmers out of any competitive advan- 
tage. 

This sort of thing has been going on for nearly six 
years under the New Deal—and for many centuries un- 
der other governments all over the world. There has 
always been a farm problem. No legislation has ever 
solved it. Nevertheless Congress will begin work in 
January on the 1939 farm bill, which will be followed in 
due time by a 1940 farm bill, a 1941 farm bill and so on 
as long as there are farmers and a farm problem. 


BRIGHT SPOT OF RECOVERY... The strong upward 
trend in construction is one of the most promising ele- 
ments in the business picture. After declining much less 
in the short 1937-1938 depression than in most former 
depressions, building volume since June has shown a 
far more prompt and vigorous rebound than it did in the 
early phases of the first New Deal recovery. Indeed, the 
low level of construction was the most serious deficiency 
in the 1933-1937 economic cycle. By the same token. 
the present favorable building trend will lend vitally 
needed support to the renewed business advance now 
under way. 

It is true that construction remains decidedly sub- 
normal, if we can take the pre-1929 figures as normal; 
and that public works are playing a big part in the re- 
vival. According to the Engineering News-Record, 
engineering construction awards for the week ended 
September 22 were 95 per cent larger than a year ago, 
but behind this total is the fact that private work was 
35 per cent lower than a year ago and public work 177 


per cent above a year ago. Nevertheless, we have clear 
evidence of a recovery trend in privately financed resi- 
dential building, with August volume 36 per cent above 
that of last year, according to F. W. Dodge reports, and 
this movement no doubt will be followed in due course 
by increasing private awards in non-residential building 
as the upward economic spiral continues. 


GETTING THE FACTS ... With the appointment by 
the President of a fact-finding board, under the provi- 
sions of the Railroad Mediation Act, the railroad wage 
dispute has entered its final phase. The national strike of 
rail employees, voted to be effective October 1 in protest 
against a 15 per cent wage cut scheduled for that date, 
will now be held in abeyance for thirty days while the 
board prepares its report and for an additioral thirty 
days after its report is made public. Under the law the 
wage cut is also deferred for the same period of time. 
The President’s choice of men for the fact-finding 
board is excellent—Chief Justice Walter P. Stacy, of the 
North Carolina Supreme Court; Professor Harry A. 
Millis of the University of Chicago, and James M. Lan- 
dis, former chairman of the Securities and Exchange 
Commission. We can be assured that the report they 
submit will contain all the facts and nothing but the 
facts. The rest will be up to public opinion. There has 
never been a railroad walkout since the Mediation Act 
was adopted, and it is inconceivable that the present 
controversy will fail to end in reasonable compromise. 
Meanwhile railroad net operating income is showing an 
encouraging improvement but not enough to solve the 
financial problems of many of the weak carriers. 


WANTED: THE REAL COSTS... If it were not for the 
fact that charges and countercharges fly over the matter 
of misrepresenting costs, the controversy between those 
who favor Government operation of public utility ser- 
vice, transportation and the like and those who feel that 
the Government should leave such fields to private en- 
teFprise, would be immeasurably less bitter than it ac- 
tually is. With the facts known, those in favor of Gov- 
ernment operations could base their attitude on either 
(1) It saves money: or (2) Although it is somewhat 
more expensive to have the Government provide these 
services, the increased expense is justified in the public 
interest. Either of these positions would be tenable if 
only the real costs were known. It is Dr. Arthur E. 
Morgan’s firm contention that such costs should be 
known—something which neither those in favor of Gov- 
ernment ownership, nor those against, can honestly dis- 
pute. 


THE MARKET PROSPECT .. . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 720. The coun- 
sel embodied in this feature should be considered in 
connection with all investment suggestions elsewhere 
in this issue. Monday, October 3, 1938. 
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Ais. 9 Soo JL! 


BY CHARLES BENEDICT 


PEACE—LET US HOPE SO 


1. the meantime we can go about our affairs once again 
with a certainty that from now until spring at least we 
have six months in which to adjust our economic ma- 
chine and put it in good working order. 

When the frenzied acclaim for Chamberlain and Dala- 
dier has died down, the people of England and France 
will begin to evaluate the services of their masters to 
know whether the sacrifice to peace has been worthwhile. 
And those new guarantees—why should the “pieces of 
paper” of today be any better than those of yesterday? 
Because Hitler said that was “all he would ask for’? 

They will ask themselves why the rearmament pro- 
gram of England was not adequate for defense in spite of 
the terrific taxes they have been called upon to pay. 
What was wrong with the defense of France, for which 
billions of francs of the peoples’ money had been spent 
that Hitler was able to march into Czechoslovakia on 
his own terms? 

And what of the Czechs who spent twenty years of 
hard work, money and sacrifice to build up and fortify 
their little country, and who now—seven and a half mil- 
lion of them—have been left to the 
“tender” mercies of Nazi Germany 
whose treatment of the minorities is 
too well known to need repetition 
here? Already under German tu- 
telage the Hungarians, Poles and 
Slovenes are getting ready to cut off 
strategic slices that will further 
weaken the little country. 

Again what of the position of Yugo- 
slavia and Rumania who only a fort- 
night ago expressed their readiness to 
live up to the Little Entente and 
come to the defense of Czechoslovakia 
if she was attacked by Germany? 

Today it is the Czech farmer who 
is obliged to leave his property in the 
Sudetenland—with his cattle and 
equipment, and his crops standing in 
the fields—without any compensation 
from the Nazis, and wend his weary 
way empty-handed to Prague. The 
merchant or manufacturer finds him- 
self in the same unhappy situation. 

Who will it be tomorrow? For 
Chamberlain and Daladier have left 
all of Europe open to Nazi con- 
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quest and exploitation, including France and England. 

The minority question may well be applied by Ger- 
many to Alsace and Lorraine,—by Italy to Savoy,—by 
Spain to the Pyrenees, the land of the Basques—for the 
prestige of France is at a very low ebb. 

As for England, her Empire has long ceased to exist 
except sentimentally. Possibly that is why the party 
headed by Chamberlain feels that there is nothing worth 
fighting for any longer. Certainly, if Britain still clung 
to the thought of Empire. she cannot de so now—so 
greatly has she weakened her position. 

After twenty vears Germany has won the war which 
was fought to prevent her from the very accomplish- 
ment on which England and France have helped to set 
her feet in this recent capitulation. She stands not only 
to gain all the objectives in Hitler’s “Mein Kampf,” but 
her African colonies as well. As the German song runs: 
“Today Germany belongs to us. Tomorrow the entire 
World.” 

As for Mussolini and Italy—that is still a conundrum. 
Will Il Duce merely become the tail to the kite? 


%. 
_ 
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Wisest Market Policy Now 


SY A. -T. 


Tae four-power agreement hastily made at Munich on 
Friday, September 30, under threat of German guns, is 
taken by some experienced students of international 
affairs to mean that a broad settlement of European 
problems .is in sight and that a long era of peace lies 
ahead. Other equally qualified observers call it a Fascist 
coup.d’etat which gives the insatiably ambitious Hitler 
domination of Europe and which for that reason is the 
initiation “of a terrific world crisis.” 

.- A generation ago the world 


MILLER 


eral market trend has now turned definitely upward. At 
this writing the industrial, railroad and utility averages 
have advanced by a decisive margin above the top of the 
last preceding rally, which terminated on September 21. 
This recovery has been accompanied by a sharp increase 
in trading volume, and by a proportionately vigorous 

rally in the bond market. 
The scope and breadth of the rally seem to us to con- 
stitute adequate technical evidence of a_ significant 
change in trend. The validity 





of this view will be fully con- 





could not forsee the conse- 
quences that would flow out of 
the treaty of Versailles, which 
was supposed to constitute a 
lasting settlement on the Conti- 





nent. And today the reality is 
that nobody can possibly fore- 
cast what may or may not be ™ 
the long run results of the : 


Munich settlement. Dogmatic 
long range judgments arising out 
of the present limited perspec- 
tive are as futile as forecasts of 
1940 weather or of business and 
stock market trends in 1945. 


M. W. S. DAILY INDEX 
40 INDUSTRIAL STOCKS 


firmed when—as we believe 
highly probable—the next tech- 
nical reaction halts above the 
September lows and is followed 
by rally above whatever highs 
the averages make in the initial 
rebound under way at this writ- 
ing. 

The pace of the rally thus far 
has been very fast—probably 
too fast. But in a setting of re- 
newed hope—remembering the 
straight line advance which 
many potential buyers were 





On such mundane matters as arguing with in late June—sold- 
business volume, corporate earn- : out bulls and others waiting 
ings, prices of securities and ' hopefully for another bargain 

‘ commodities we can do no more : day may again be disappointed. 
than think in terms of today and nS, 2 30 6 1 2027 3 wee | The market at this moment is 














close enough to the year’s high 





tomorrow. Suffice it to say that 








the overwhelming fear of war to- 

morrow has been ended and that whether or not the long- 
er future may bring renewed European crisis we can rea- 
sonably expect at least an extended breathing spell in 
which Europe’s troubles no longer screech at us from 
press and radio, and in which, as far ahead as anyone can 
now see, we can get on with our normal pursuits. 

Relieved of acute fear and uncertainty, world mar- 
kets, of course, have had the inevitable sharp rally. The 
questions to which attention immediately turns are: 
Will the pace of business recovery promptly quicken? Is 
our November election a matter of important doubt? 
What is the fourth quarter outlook for volume and earn- 

ings? Is the stock market now in a position to resume 
its major upward trend? 

Taking into account the termination of the war threat, 
the basic financial and economic factors operative since 
the business cycle turned upward in June and the pres- 
‘ent technical performance of the stock market, it is our 
opinion that the seven-week intermediate reaction which 
began early in August has terminated and that the gen- 
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in the industrial average to sug- 
gest that the next significant technical test of its vital- 
ity is more likely to be the August peak than the recent 
lows. Indeed, at this writing a number of stocks are 
right around former highs, especially in such favored 
groups as building materials, rubber manufacturers, mo- 
tors and motor accessories, machine tools and chemicals. 

An advance of the industrial and rail averages, on ris- 
ing volume, above the August high would signal resump- 
tion of the major bull market. In that event we would 
not expect the second phase of major advance to equal, 
either in points or percentage, the first phase of advance 
seen between June 18 and August 6. It is our feeling, 
however, that, subject to normal technical reactions, the 
trend is likely to be generally upward at least into 
November. 

If there were any serious uncertainty as to the rela- 
tionship of the November election to the economic out- 
look, it is to be doubted that the market could have 
rallied as enthusiastically as it has done in recent days. 
The various cross-section polls of public opinion have 
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Character of the recent rally suggests probable nearby re- 
sumption of the major advance after technical correction of 


fast initial rebound. Business trend points upward. We ad- 


vise selective purchases of industrials in periods of recession. 


now been perfected to a point which makes election fore- 
casting pretty much of a statistical science. The latest 
such forecasts point to probable minimum Republican 
gain of 50 seats in the House of Representatives and pos- 
sible maximum gain of 90 seats. From the point of view 
of business and the stock market, the implications of a 
political change of this scope are bullish. It will assure 
a more independent Congress, a more rational legisla- 
tive attitude. It will not mean repeal of the New Deal, 
termination of pump priming expenditures or any near- 
by turn to deflationary monetary policies. As we see it, 
therefore, business has nothing whatever to fear in the 
election. 

Moreover, at least from now to the day when the 
voters go to the polls on November 8, the Roosevelt Ad- 
ministration is certain to be on the bull side of the mar- 
ket. No advance in the meantime could be too fast to 
suit it. Thus we see unnamed New Deal officials putting 
out the tip to the newspapers that, in their opinion, the 
huge amount of European capital which rushed here in 
recent weeks is more likely to go into American securi- 
ties than to hurry back home now that fear of war this 
year has ended. Although not directly quoted, the in- 
spired words are as follows: 

There is a feeling abroad that the United States is on 
the verge of a recovery boom that will bring profit to 
investors. It is not a recurrence of the 1929 boom that is 
looked for, but a restoration of good business conditions. 
President Roosevelt and many of his advisers share in 
this view and, now that there is a respite from the strénu- 
ous period of the war scare, they will again devote their 
efforts to encourage the advance. 


There are times when Government propaganda must 
be taken with a large grain of salt—but, regardless of 
the political motives involved, we must agree that the 
bullish official view expressed in the preceding para- 
graph is backed by impressive evidence. 

The credit-inflation throttle is wide open. The Trea- 
sury is steadily transferring idle gold from its general 
fund to the Federal Reserve System in the form of gold 
certificates with the definite purpose of increasing mem- 
ber bank excess reserves. Within the next few weeks it is 
probable that excess bank reserves will top all former 
peaks, thus putting additional pressure on banks to ex- 
pand their investments and loans and forcing interest 
rates below even present low levels. Deposits of member 
banks have increased by approximately $900,000,000, 
since the first of this year and are certain to increase fur- 
ther. A highly favorable setting has been prepared not 
only for Treasury financing but for a large volume of cor- 
porate refunding and new capital issues which had been 
planned but temporarily deferred because of the Euro- 
pean situation. In short, the country is again being 
heavily dosed with the same kind of Government-spon- 
sored credit inflation which provided the foundation for 
the relatively good business activity of 1936 and 1937. 

Two months ago the market was in the position of 
having advanced faster than business, but while the mar- 
ket got nowhere during August and September business 
was moving on up. Today there is no evident disparity 
between market and business levels and, following tech- 
nical correction of the recent fast rebound, we believe 
the market will work higher in discounting the probable 
additional business gains of the next few months. 
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Corporate Earnings Will Recover 


The Often Heard Complaint 

of "Profitless Prosperity" Is 

Much Exaggerated and 
Usually Temporary 


BY WARD GATES 


‘—_— hourly wages in manufacturing 
industry remain very close to the all-time 
high. Prices of finished goods are substan- 
tially under 1937 highs. In most industries 
there appears to be scant prospect of im- 
portant near term increase in prices re- 
ceived for goods—barring war. In some 
industries there is a tendency toward fur- 
ther price concessions. Taxes this year will 
take a bigger proportion of corporate earn- 
ings than ever before and further long term 
rise in taxes seems inevitable. 

It is not surprising, therefore, that today we are hear- 
ing much talk of “profitless prosperity.” Even assuming 
that the world escapes the shock of a major European 
war and our business recovery continues, there will be 
doubt that corporate profits will recover in satisfactory 
proportion to the rise in volume. This doubt had begun 
to be reflected in the hesitant action of the stock market 
in August before the European war fear became acute. 

In the specter of “profitless prosperity” there is some 
reality, but more exaggeration. Moreover, such actual 
basis as this fear has is probably temporary, assuming 
sustained cyclical recovery in volume. Profit margins at 
all times differ greatly from industry to industry. They 
depend upon the relationship of many factors—cost of 
materials, unit labor costs, prices, volume, overhead and 
taxes, operating efficiency, etc——and it is quite normal 
for satisfactory adjustment of these factors to lag for a 
considerable time even after a strong recovery in volume 
has begun. This is true of industry as a whole, but 
nearly always in the first phase of recovery it represents 
a more serious problem for some industries than for 
others. 

Today, for example, the steel industry is being widely 
commented on as the most conspicuous victim of lagging 
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profits as volume rises. Hourly wage rates—raised far 
above the 1929 level with successive increases in 1936 and 
1937—have not been deflated. Price cuts and revision 
of the industry’s basing-point system have substantially 
reduced gross revenue obtainable from any given sales 
tonnage. The net effect has been to raise the industry’s 
pay point materially above that of 1936-1937, although 
individual plants vary greatly in percentage of capacity 
required for break-even operations. It is obvious that 
restoration of satisfactory steel profits depends upon: 
(1) reduction of hourly wages; or (2) reduction of unit 
labor costs through increased efficiency of workers and 
equipment, an adjustment requiring a considerable period 
of time; or (3) higher prices; or (4) a major expansion in 
volume; or some combination of these remedies. 

But for perspective it is illuminating to look back to 
1934 and note that at that time there was widespread 
gloom over “profitless prosperity” in the automobile in- 
dustry, and the precise reasoning then advanced is being 
applied to the steel industry today. 

For example, the writer has before him a news file on 
Chrysler Corporation, with a clipped item from the 
Wall Street Journal of May 5, 1934, carrying the head: 
“Chrysler Profit Margin Slumps.” The news story cited 
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the fact that profit on sales in the first quarter had been 
only 3.5 per cent., as compared with 9.5 per cent in the 
best quarter of 1933. Comments of this kind continued 
through the year, quarter after quarter. In late Febru- 
ary, 1935, a news story on the Chrysler 1934 statement 
was headed: “Chrysler Profits Fail to Reflect Record 
Sales.” It was pointed out that 1934 gross had increased 
51 per cent, but net earnings had decreased 21 per cent. 
Yet three months later Chrysler reported, for the first 
quarter of 1935, the best first quarter in its history as to 
both volume and profits. Through 1935, 1936 and 1937 
the trend of hourly wage rates and cost of materials was 
persistently up, but profit margin for those three years 
was almost fabulously good. 

Now the fact was that the poor Chrysler showing for 
1934 was due only partly to increased cost of wages and 
materials. It was due mainly to increase in general ad- 
ministrative expenses and continuation of virtually the 
depression low schedule of prices. The decisive recovery 
in profits which began promptly in 1935 reflected a 
moderate increase in prices—5 to 10 per cent—, better 
control of general expenses and continued rise in vol- 
ume. The experience of General Motors was similar— 
a 1934 profit margin well under that of 1933, despite big- 
ger volume, but with vigorous recovery in profits in 1935, 
1936 and 1937 as the sum total of factors determining 
profit margin came into satisfactory adjustment. 

There is no intention to imply here that the steel indus- 
try, or industry in general, will be able to adjust profit 
margins over the next year as successfully as the motor 
industry did following the 1934 experience. Some indus- 
tries lack the operating flexibility of the motor industry. 
Indeed, it is by no means certain that even the motor in- 
dustry over the next year or two can duplicate its profit 
margins of 1935-193 

Nevertheless the example does illustrate how the prob- 
lem of high hourly wages, rising taxes, etc., can be 
exaggerated, and how well managed corporations can 
adjust their operations to changing circumstances with 
a high degree of success over a reasonable period of time. 

The ability of American business to meet new condi- 
tions is even more convincingly proven by the annual 
Treasury summaries of corpor- 





the deficits of an actual numerical majority of corpora- 
tions in that year. Larger corporations, of the type 
having securities listed on national exchanges, showed a 
1936 profit equal to 7 per cent of gross, according to sales 
and earnings data on 710 manufacturing and merchan- 
dising enterprises compiled by the National City Bank. 
Figures of the same companies for 1937 showed an aver- 
age return of 6.6 per cent on gross. 

Thus the actual earnings records of 1936 and 1937 did 
not square with much voiced business complaint that 
Government interference, rising taxes, mounting labor 
costs, etc., were wrecking the profit system. It appears 
a reasonable surmise that had gross volume in 1936 and 
1937 been equal to that of 1928 and 1929, average profit 
margin of corporations would have been substantially 
higher than in the two most prosperous years of the great 
boom of the ’20’s. Certainly, relative to volume, the 
1936-1937 profit margins of the 710 manufacturing and 
merchandising corporations heretofore referred to rep- 
resented an earnings record superior to 1928 or 1929. 

It is worth while to consider briefly the general factors 
behind the 1936 profit showing. On the one hand, vol- 
ume was much lower than in 1929, prices of finished goods 
averaged lower than in 1929, hourly wage rates in 
manufacturing were higher than in 1929 and taxes were 
sharply higher than in 1929. Regarding the latter point, 
minimum Federal income tax for larger companies was 
15 per cent and, since most paid surtax on some portior 
of retained earnings, average Federal tax payment of 
majority of listed companies was probably between 18 
and 20 per cent, as compared with flat rate of 1214 per 
cent in 1929. 

On the other side of the picture, cost of raw materials 
was lower than in 1929; unit cost of labor was lower than 
in 1929, reflecting increased technological efficiency; ris- 
ing general price trend increased profit margins and 
inventory profits no doubt figured in the showing. Re- 
garding the latter point, however, observe that 1936 
margin of 7 per cent for 710 companies was only modestly 
better than 1937 margin of 6.6 per cent—and 1937 was 
a year of inventory losses. 

Weighing all these pros and (Please turn to page 765) 








ate income tax returns, reveal- 
ing aggregate gross income and 
net income of all corporations. 
The latest year for which such 
inclusive data is available is 
1936. Gross income reported 
for that year was $132,276,000,- 
000, which was approximately 
13 per cent less than in 1928 
and 17 per cent less than in 
1929. Yet after payment of 
taxes net profit of all corpora- 
tions for 1936 was equal to 4.6 
per cent of gross and this was 
the identical profit margin of 
1928 and only a shade under 
the 4.7 per cent profit margin 
of 1929. 

The 4.6 per cent profit mar- 
gin in 1936 was, of course, an 
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Deposits near record peak yet turnover at low ebb. 
Huge inflow of gold may shortly be reversed. 


A Realistic View of Money and Credit 


BY NORMAN TRUMBULL CARRUTHERS 


a the die in Europe has been cast for 


peace, we shall continue to see the monetary repercus- 
sions of the crisis for some little time. Conditions in the 
field of credit were already abnormal when, as a result 
of the war scare, we were suddenly asked to take more 
than half a billion dollars worth of gold in the matter of 
six short weeks. This exceeded even the huge influx of 
gold which took place in the fall of 1936. It was gold 
for which we had no use and, while its practical effects 
will be negligible, it stole the show and must be disposed 
of before turning to other matters. 

It is possible that some of the gold shipped us in re- 
cent weeks will go back whence it came. The speed of 
the movement will largely determine the quantity re- 
patriated. A quick, definite and permanent-appearing 
settlement of the European situation would probably 
result in quite an efflux of gold from this country. On 
the other hand, a dragging settlement in Europe prob- 
ably would mean that we would 
gradually acquire absolute own- 
ership of the metal, having paid 
for it by means of merchandise 
exports. In other words, most 
of this gold as it stands now 
may be considered to back the 
exceptionally large sums which 
foreigners have on deposit in 
American banks. In the event 
of a long drawn-out settlement 
in Europe, these deposits would 
be drawn upon to make up the 
difference between this coun- 
try’s excess of exports over im- 
ports and little gold would 
move. 

But, as has been said, what- 
ever happens makes little prac- 
tical difference. If we lose the 
gold, with gold stocks well over 
the thirteen-billion-dollar-mark, 
we can note its outgo with 
equanimity. If we keep it, on 
the other hand, it will merely 
add to the potential credit 
which is available in this coun- 
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try—already so enormous a sum that it is inconceivable 
that it could be used. 

That we cannot attribute our troubles to lack of money 
is obvious. Bank deposits are almost as large as the all- 
time record high established at the close of 1936. The 
immediate difficulty is that the owners of these deposits 
are just not using them. Deposit turnover is the slowest 
on record. The Federal Reserve Bulletin for September 
states: “During the three years 1935/1937, demand 
deposits at New York City banks, exclusive of interbank 
deposits, and United States Government deposits, turned 
over at an average rate of about 30 times per annum. 
From February through July of this year the average 
rate was about 2514 times per annum, a decline of [5 
per cent. In the other leading cities there was a compar- 
able reduction, the average rate from February through 
July being 1914 times per annum, compared with an 
average of 22 times per annum during the previous three 





Weighing gold bars in the Philadelphia mint prior to making a shipment. 
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years. In 1926, a comparatively 





normal pre-depression year, de- 





mand deposits turned over at the —— 
rate of about 80 times a year at 
banks in New York City and 
about 36 times at banks in other | 
leading cities.” Tost! 

The Federal Reserve Board | \ 
goes on to enumerate causes. It 
says: “The lower level of deposit | 
turnover in recent years, especi- 
ally at New York City banks, 
has reflected on the one hand 
the lower level of security mar- 
kets and general business activ- 
ity and on the other hand an 
accumulation in city banks of a 
large volume of idle balances 
awaiting investment or other 10 
uses.” 

Notably lacking, however, is 
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should be an “accumulation in 
city banks of a large volume of 
idle balances awaiting investment or other uses.” Why 
is this money not being used? There is labor in abund- 
ance, plenty of materials and obviously the country is 
not at the limit of development. 

Some will contend that the idle money represents an 
act of deliberate sabotage, but this is nonsense. The 
high level of bank deposits, their slow rate of turnover, 
the small volume of bank loans, together with the rela- 
tive slackness in new corporate financing are all symp- 
toms of the same thing—a continued political uncer- 
tainty. This, of course, is nothing new, but even so the 
situation must be reappraised every now and then, for 
the more Washington takes steps which do not go to the 
bottom of our difficulties, the more dangerous does the 
ultimate outlook become. 

So far the monetary moves that have been taken to 
bring about recovery have all attacked the problem 
from the supply side. The contention is that the wheels 
of industry can be induced to turn by making available 
more and easier credit. All this deficit financing and 
pump-priming is been done in accordance with this 
thesis. So was the lowering of reserve requirements and 
the de-sterilization of gold. So was the liberalization of 
the banking regulations and now any bank which actu- 
ally does all that it is empowered to do in the way of 
lending money and buying second-rate securities can 
bankrupt itself in no time. The lack-of-sufficient-money 
theory—together perhaps with the idea that by this 
means the Government could obtain further control over 
business—is also behind Mr. Berle’s suggestion that there 
be set up a system of capital credit banks, owned and 
operated by the Government, to finance the needs of 
business. 

One can go on indefinitely citing examples to show how 
strong a hold this theory has. Only the other day Sena- 
tor Key Pittman, of Nevada, gave vent to another crack- 
pot scheme. It was the Senator’s brilliant suggestion 
that as we had an over-supply of cotton in this country 
it should be shipped abroad in exchange for silver—the 
silver, of course, being used as a backing for additional 
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currency to the tune of almost a billion dollars. Per- 
fectly sound and not a bit inflationary intimated the 
Senator with, we presume, a straight face. 

Other plans envisage an increase in the supply of cur- 
rency, the additional notes being backed by some of our 
surplus gold. This, say the sponsors, would be a means 
of putting the gold to use, instead of letting it lie idle in 
a hole in the ground and how could a note issue backed 
100 per cent by gold possibly be inflationary? In actu- 
ality, of course, it would in its effects be almost as infla- 
tionary as an issue of greenbacks. Any increase in the 
supply of currency of whatever kind has inflationary 
tendencies, although it need not result in inflation. 
Should the Government print more money, gold-backed 
or not, and with it meet its current bills, there is little 
or no effect if those who receive such money merely put 
it in a bank and leave it idle there. We have seen that 
the volume of bank deposits is close to the all-time high 
and there is nothing of an inflationary boom in current 
business conditions. Nor would it be any different 
should bank deposits go considerably higher provided 
the rate of turnover continued to remain stagnant. The 
danger is that by one means or another deposits will fur- 
ther increase without anything happening for some time. 
but that suddenly some event will cause a change of 
heart and the owners of the deposits will begin using 
them as was customary in the past. 

Would the Government’s monetary controls be strong 
enough to check the wild boom which would ensue if 
this took place? It can be pointed out that the boom 
which threatened towards the close of 1936 was checked. 
But this is not to say that it would be impossible for a 
boom to develop which would defy all efforts to restrain 
it. Clearly the course for the Government to follow now 
in its efforts to promote recovery is to encourage the 
greater use of the present bank deposits, rather than to 
further increase such deposits. This, of course, means 
taking steps to remove the timidity which continues to 
restrain businessmen and investors everywhere. 

There are a number of things (Please turn to page 769) 
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War possibilities in Europe dominated everything 
else in recent weeks. Plans were laid—which would have 
worked—to soften initial shock to our economy and to 
keep our markets open. It was realized that we are 
much more of a world financial center than in 1914 and 
that markets must be maintained despite the threat of 
heavy foreign liquidation. As peace became more a cer- 
tainty it has been necessary to alter plans to guard 
against any untoward effects arising from a probable 
reversal in the flow of gold which has been coming here 
in great quantities. 


The President has had a great opportunity to gratify 
his desire to play a larger part in international affairs. 
He has made the most of it—going as far as the strong 
isolationist sentiment of the bulk of the American 
people would let him. Generally his messages to Hitler 
and other government heads have been commended, 
even though it is recognized that political capital wil! 
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Roosevelt takes hand in world events. 
Supreme Court starting important session. 
Wage-hour law to make haste slowly. 
Many tax proposals receiving careful study. 


Communications commission reaching for 
& 
power. 


Trouble brewing in unemployment insur- 
ance systems. 


Government grading schemes getting atten- 
tion. 


Monopoly probe getting business cooper- 
ation. 
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probably be made of whatever success is claimed for 
his efforts. 


Business is expected to go ahead with lifting of the 
war clouds. Government experts see uncertainty of re- 
cent weeks now dispelled and accumulated momentum 
pushing autumn activity upward beyond earlier expecta- 
tions. Expect high levels in late October and November. 


Private motor trucks face federal regulation soon 
through excuse of highway safety and convenience and 
protection of earnings of common carrier truckers, is 
studied prediction of many fleet operators who cite many 
ominous indications. Efforts are being made to rally in- 
terested industries to a united front of opposition. 


Primary results show generally a trend toward con- 
servatism which is expected to carry through in the 
elections and result in a more independent Congress. 
It has been shown that Roosevelt can be opposed with- 
out committing political suicide, so more opposition is 
certain (barring war threats and the “patriotism” issue) . 
Defeat of Representative O’Connor pleases New Dealers 
no end, since he led fight on their much-desired reorgani- 
zation bill and they think that as chairman of rules com- 
mittee he did not work for them as hard as he could 
have; but indications are that majority of this powerful 
committee may still he conservative in next Congress. 


Wage-hour administration will move slowly toward 
attempting to boost minimum wages above statutory 
floor. There will be no rush to create industry com- 
mittees; only half dozen will be functioning by January 
or possibly later; relatively high wage industries will be 
let alone for some time. This is due to limited funds, 
to desire to make haste slowly, to anticipated general 
difficulties in getting the 25-cent, 44-hour limitations 
working smoothly as to all interstate industries on 
October 24. Textile committee, the first to function, 
will pioneer in developing procedures, discovering prob- 
lems, establishing precedents. It may be spring before 
much is done toward voluntary wage increases. 


Oil control by federal government is alternative to 
extension of expiring six-state compact in opinion of 
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compact’s supporters but this argument is privately ridi- 
culed by government officials who hold compact itself 
has done nothing. But they say that if producing states, 
individually or collectively, fail to prevent waste of oil 
and gas, then federal government will take charge regard- 
less of existence of compact. Next spring will see much 
talk of this with simultaneous expiration of compact, 
Connally “hot oil” law, and Texas proration law. 


British trade agreement held up by slowness of British 
in accepting certain concessions demanded by United 
States to make it fully reciprocal, but, barring influence 
of war scare, negotiators predict 
completion within a month and 
that it will be a sweeping and im- 
portant agreement, not merely a 
gesture of good will. 


Supreme Court wades into heavy 
docket of fall term including many 
cases affecting New Deal program 
such as T VA power policy, labor 
board rulings, child labor, state 
wage laws, taxes, and many others. 
Again every line of Court’s deci- 
sions will be carefully scrutinized 
for liberal trends and new consti- 
tutional interpretations, particn- 
larly until the new ninth justice is 
seated. 


TVA suit to be argued before 
Supreme Court soon is first real 
test of constitutionality of TVA 
power program and should de- 
iermine legality of entire New 
Deal utility policy, since test is 
based squarely on authority of federal government to 
engage in power business—unless Court should accept 
T V A’s accounting and claims that its power business is 
merely incidental to flood control and navigation. 
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Herman Oliphant, Chief Counsel of Treasury 

Dept., will play big part in any tax revision 
plan. 


Radio censorship is charged against F C C for its new 
policy of threatening broadcast license termination to 
stations with advertising programs it considers not in 
public interest, particularly lotteries and advertisement 
of medical products which have been the subject of 
action by Federal Trade Commission or Department of 
Arigculture. Stations promise court fight if F C C per- 
sists in the course it apparently has adopted; they claim 
federal laws provide other penalties for improper adver- 
tising and FC C is assuming unwarranted powers. 


Incentive taxation is idea gaining much ground in busi- 
ness quarters and Treasury is studying carefully though 
not yet ready to endorse any proposals. Many varia- 
tions, but general scheme is to give tax credits for 
reemployment, useful construction, or anything that will 
aid business improvement. Tax changes to aid profit- 
sharing plans will be pushed hardest as result of recent 
Senate investigation. 


Double taxation by federal and state governments must 
be eliminated in near future by agreement dividing 
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taxing fields, in opinion of experts, but it won’t come 
next year though 1939 revenue act may authorize an 
attempt. Alternatives are crediting state against federal 
taxes, like inheritance system, and federal collection 
with rebates to states. Experts think all three methods 
may be used somewhat. General federal sales tax is not 
expected to be passed unless it involves allocation of 
portion to states. Meanwhile federal government is 
expected to get increased revenue from income taxes 
while the states will go for more sales taxes. 


Oliphant's influence on 1939 tax law is a mystery, even 
to Treasury employees. As Trea- 
sury chief counsel he is chief de- 
fender of obnoxious undistributed 
profits tax which will be up for re- 
vision next spring but presently is 
giving much time to monopoly 
study and may seek tax changes 
to aid small business units against 
concentrated competitors. 


Monopoly probers, at least those 
who have been doing the talking, 
have almost completely disarmed 
business leaders of fears that they 
are witch hunting and are getting 
good business cooperation on ple: 
that outcome will be “business 
democracy” and higher national 
income with resulting profit op- 
portunities. But there lingers pos- 
sibility that the “brain trust bloc” 
on the committee might get the 
upper hand and have different 
ideas. Hearings will not start until 
after election, and nothing sub- 
stantial will be ready for Congress’ action next session. 


Government grading and marking of manufactured 
products used by consumers is idea getting increasing 
interest in government circles. Long advocated by pro- 
fessional consumer champions, it is supported by some 
prominent and generally conservative Congressmen as 
means of eliminating “economic waste” of advertising 
and permitting small producers to compete on quality 
basis with national advertisers. Already partially pro- 
vided in new food and drug law, legislation may be 
pressed to extend idea to gasoline, paint, textiles, etc. 


Investment trust regulation legislation will be ready for 
Congress by January, the result of SEC’s two-year 
study which will show that investors have not always 
had the safety, diversity, nor managerial wisdom they 
could expect, and will recommend registration, publicity. 


Health insurance program will be pushed in next 
Congress along social security lines. Scheme is for 
double system: federal grants to states for more health 
services to the indigent; and grants or payroll taxes or 
both to induce states to enact compulsory health insur- 
ance for self-supporting families of moderate income, 
with forced contributions from wages in return for guar- 
antee of free medical services or reimbursement for such. 
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/ Changing Trends in Industry 


Revolution in Textiles Arrives 


Wool from Milk, Silk from Trees, and Many 
Possible New Fibers from Such Strange 
Materials as Beans, Coal and Sand 


BY FREMONT LA FORCE 


This is the second in a series of articles dealing with sig- 
nificant changes in leading industries. In the issue of 
September 10, Mr. James A. Lee discussed the impressive 
developments which mark the current progress of the 
chemical manufacturers. The accompanying article 
considers some of the new achievements in the field of 
textiles—achievements that bode well for some branches 
of the industry and ill for others. 


a time immemorial man has been using animal and 
vegetable fibers for a variety of purposes of which cloth- 
ing has been the most important. Today, natural fibers 
are no longer supreme. Tomorrow they may be dead. 





Courtesy Owens-Illinois Glass Co. 


Believe it or not, all the above articles are made of glass. Tape for insulation of 

wires and cables, glass thread used to weave cloth for tapes and filters, fibrous 

glass for pipe insulation, glass yarn, glass cloth filters, and a glass rope for 
experimenting in insulating boiler doors, etc. 
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slain by materials derived from trees, from milk, or even 
from such basic raw materials as limestone, coke, petro- 
leum and water. So fast is progress being made in syn- 
thetic textiles that the grower of cotton, the herder of 
sheep, the tenders of the silkworm—through to the spin- 
ners and weavers of the old natural fibers—may well 
ponder their respective fates. 

Rayon is, of course, the best known of the synthetics. 
For many purposes it has already replaced silk, cotton 
and wool and the end is not yet. New techniques in the 
use of rayon come in a constant stream and the variety 
of possible effects is apparently endless. There are shiny 
rayons and lack-luster rayons, smooth rayons and criakly 
rayons, filament rayons and staple fiber rayons. The 
latter, which means that the rayon 
filaments are cut up into short (*%%4 
of an inch) or fairly long (9 inch) 
pieces and then spun and woven 
like cotton and wool, is a division in 
which the United States lags com- 
pared with other countries. It is, 
however, a division which is going 
ahead by leaps and bounds. 

There are two principal types of 
rayon, viscose and cellulose acetate. 
The former is merely regenerated 
cellulose derived mainly from wood- 
pulp, while the latter is a chemical 
compound whose most important 
raw material currently is cotton lint- 
ers—the fuzz remaining on the cot- 
ton seed after ginning. The two 
different types are interchangeable 
for some purposes, but as_ their 
properties are not wholly the same, 
particularly their acceptance of dye- 
stuffs, they are tending to claim 
fields of their own on the basis of 
appearance. Mixed, interesting ef- 
fects are possible or, mixed with 
other materials, a still greater variety 
of effects may be obtained. 

(Please turn to page 731) 
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An Open Letter to Our Readers... 


Making The Magazine As You Want It 


It is the primary objective of THE MacazineE oF WALL 
STREET to have each issue afford the maximum in timely 
interest and value to investors and businessmen. In 
striving toward this end the Editorial Staff is naturally 
guided by such comments and suggestions from readers 
as reach us through correspondence or through word of 
mouth. But if we are to render the fullest service we 
need a still larger measure of readers’ reactions and 
desires. So, in accordance with our custom, we once 
again ask for an expression of your likes and dislikes, 
and an indication of how we may make the Magazine 
conform to your requirements. 


Conditions have changed in many respects since we 
last consulted you. Political factors play a larger part 
in all business and investment. Significant reforms have 
made their appearance in industry, in the exchanges 
and in many other divisions of the financial and eco- 
nomic structure. The nature of security markets has 
changed and the interpretation of them, in order to 
achieve the maximum success in speculation or invest- 
ment, requires a different technique. 


We have kept pace with such fast-moving events, and 
the consequent changing needs of readers, by the intro- 
duction of several new features in recent months. Our 
Business Analyst section with its interpretive statistics 


is one of them. Do you find it useful? Do you use all 
of it? Would you prefer to see these eight pages devoted 
to something else? 


More recently we established The Stockholders’ Guide 
for the consideration of such subjects as: “The Small 
Corporations vs. The Large” and “Proxies,” both of 
which appear in this issue. To meet the demand for 
more technical market studies, Frederick K. Dodge is 
continuing his discussions in the new department, “As 
the Trader Sees Today’s Market.” The Investment 
Clinic has been inaugurated. 


These are a few of the innovations which can be 
expanded, contracted or changed to your order. The 
same is true of several other departments or types of 
articles. 


You will be helping yourself by having the Magazine 
give you the subject matter that you want if you will 
use the ballot form below to express your views. Please 
check on it the features that you find most interesting 
and helpful. Use the back for special comments and 
suggestions. Tear it out and mail it today. 


Your cooperation in this regard will be greatly appre- 
ciated by 


—The Editors. 


TEAR ON THIS LINE AND MAIL TO THE MAGAZINE OF WALL STREET, 90 BROAD ST., N. Y. C. 


/ CHECK THE FEATURES YOU FIND MOST INTERESTING 


COMPREHENSIVE SECURITY ANALYSES 
' Two to four page analysis of one 
company. CJ 


THUMBNAIL SECURITY SKETCHES 
Giving only salient facts on the 
issue and its prospects—two or 
three to a page. Cl 

AS | SEE IT 


BONDS AND PREFERRED STOCK Charles Benedict. 


‘Analyses and suggestions. a 


INDUSTRIAL PROSPECTS 
With position of each company 
in an industry in tabular form. C] 


TECHNICAL MARKET STUDIES 
Understanding price fluctuations. CJ 


THE BUSINESS ANALYST 
Business Statistics. 
Commodities Statistics. 
Money and Banking. 


Security Statistics. 


OOOO 


0 ECONOMIC FEATURES 


Money. Foreign Trade. Govern- 
ment. Politics. 


O 


HAPPENING IN WASHINGTON [_| 


SPECIFIC SECURITY SUGGESTIONS 
Getting the most out of your in- 
vestments—intermediate term and 
speculative possibilities. OC] 


ARTICLES ON BUSINESS 
Long or short term outlook. C] 


COMMODITY TRENDS 


Prospects on cotton, copper, rub- 


ber, ete. C] 
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For many years, “sleazy” is the 
single word that could best de- 
scribe the appearance of rayon. 
But new dyeing and processing 
methods took out the over- 
brilliant shine some time ago, 
although the material still re- 
mained smooth to the feel. Pres- 
ently, the emphasis appears to 
be upon obtaining roughness in 
the finished surface. In this con- 
nection the rapid increase in the 
demand for staple fiber has been 
mentioned already. Achieving 
the same objective, there is 
Eastman Kodak’s new “Teca” 
which advertisements ask one to 
compare with wool and _ notice 
that “Teca’s” crimp is a wool- 
like crimp. It can be carded, 
combed, spun and woven on 
wool machines. Then there is 
the new acetate yarn developed 
by Duplan and Tubize. This 
gives a wooly appearance be- 
cause certain of the filaments 
are cut at intervals. 

Silk is the natural material 
which has suffered most from 
rayon competition. For making 
full-fashioned stockings, however, silk has one important 
field which it can virtually call its exclusive own. It 
appears, now that silk may be ousted from even this, for 
du Pont has developed a new synthetic yarn having a 
high tensile strength and elasticity which makes it very 
promising for hosiery. Wear tests are said to have been 
quite satisfactory. It may also be used as a substitute 
for bristles, or to replace mohair and horsehair. The new 
du Pont fiber is neither a viscose nor a cellulose acetate 
rayon. Rather it is wholly synthetic. In the patent 
which was granted recently no less than eight specific 
ways of producing the new material were described. 
However, to the layman all the processes appeared to 
be about equally complicated. 

As a substitute for cotton cloth in automobile tires, 
rayon is threatening an important market which here- 
tofore has belonged exclusively to cotton. Tires made 
from du Pout’s “Cordura” yarn can be bought today 
from Goodyear and U. S. Rubber. The advantage of 
the rayon cord is that the threads are smooth—quite 
unlike those of cotton fabric—and that as they flex there 
is much less friction and therefore internal heat than 
when cotton is used. 

While on the subject of tires it is interesting to note 
that experiments are currently under way in which a 
fabric made of spun glass is used. The degree of promise 
achieved is not known, but a thread of spun glass is 
unbelievably strong and it might be that a satisfac- 
tory tire fabric can be woven from this material. In 
any event, glass is competing for its share of the textile 
field. We may never wear glass clothing, but glass 
filter cloths are here to stay, and it has replaced many 
many yards of canvas duck and feltings for this purpose. 
Glass has also proved highly efficient for thermal insula- 
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Courtesy du Pont Style News Service 


Artificial wool made from the casein of milk can be produced on the same type of machine 
as that shown above. 


tion. Woven into tapes and wrapped around wires, it 
has a promising future in electrical insulation. Where it 
is important, as in theatres, that draperies be fire-proof, 
glass may well be the universal material of the future. 
In this country, the Owens-Illinois Glass Co. has prob- 
ably done more than any other single concern to develop 
the possibilities of glass as a textile. 

It has been shown how the rayons by achieving rough- 
ness and crinkliness have moved to compete with wool 
to a greater extent than ever. There appears, however, 
to be an even more important threat to natural wool 
in the new synthetic wool which is being produced from 
skimmed milk. Processing the latter yields that highly 
adaptable and useful substance: casein. The latter forms 
the basis for an artificial wool which closely resembles 
the chemical composition of natural wool. Its strength 
is 80 per cent of natural wool, although in other respects 
the properties of the artificial product are superior. It 
is softer, does not shrink and is immune to moths. It 
will be a sad day for the makers of cedar chests and 
moth balls when we all begin to wear casein wool clothes 

Snia Viscosa of Italy has been the pioneer in synthetic 
wool and its patented “Lanital” is today being woven 
into many different kinds and weights of fabrics. Fac- 
tories are going up in a number of countries and, al- 
though the United States lags here as it did in rayon 
staple fiber, it should not remain behind as soon as the 
possibilities are more thoroughly realized. Assuming— 
and it must be admitted unfortunately that the assump- 
tion is quite a large one—that milk remains the most 
satisfactory source of casein, then the large scale produc- 
tion of “Lanital” might go a long way towards solving 
the dairy farmers’ difficult problem. Conversely, how- 
ever, the position of the sheep (Please turn to page 768) 
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Montgomery Ward Pulls Ahead 


Sharp Sales Gain in August Compares with Decline 


for Principal Competitor. 


BY GEORGE W. MATHIS 


kee years ago Montgomery Ward and Sears, Roe- 
buck were running a neck-and-neck race for sales’ 
volume. In the following years so much faster was the 
progress made by Sears that shortly after the close of 
the World War, Montgomery Ward was doing a business 
only half as large as its considerably younger rival. 
Subsequently, Montgomery Ward has recovered some- 
thing of its old position. By 1929 it would have had to 
lift sales 55 per cent to be level with its most powerful 
competitor; by 1933 a 45 per cent increase would have 
done it; for the year ended January 31, last, a 30 per 
cent gain would have achieved equality. 

The implications of this record are such as to make 
more recent figures especially significant. Montgomery 
Ward’s sales in August were almost 11 per cent ahead of 
August, 1937, whereas Sears for the four weeks to Sep- 
tember 10 reported a decline of 6 per cent. For the first 





MONTGOMERY WARD'S RECORD 


PRICE RANGE 


EARNINGS 





DEFICITS 


DOLLARS PER SHARE 











seven months of the fiscal year, which starts for both 
companies February 1, Ward was 4.3 per cent ahead of 
the corresponding previous period and Sears for the first 
thirty-two weeks was 10.8 per cent behind. 

A number of causes appear to have contributed to 
the divergent showing of the two companies, some of 
which are of a more fundamental character than others. 
In the first place it is to be realized that both Mont- 
gomery Ward and Sears, Roebuck have become mainly 
chain store systems. Although still generally known— 
and perfectly correct!y—as the big mail order houses, 
in a dozen short years they have grown to be a great 
deal more than this. In both cases the volume of store 
business is larger than that done by mail. But, while 
Montgomery Ward was operating 583 stores as of July 
1, last, or almost a hundred more than Sears, the pro- 
portion of the total business done by the Ward stores is 
smaller than the proportion of the total business done 
by the Sears stores. This is because Montgomery Ward 
has fewer Class “A” stores which are full-fledged depart- 
ment stores, carrying a complete line of merchandise 
and located in cities of considerable size. Class “B” and 
“C” stores in which Montgomery Ward specializes are 
of a smaller type and placed usually in less populated 
centers. The latter carry a limited line of merchandise 
with the emphasis on automobile accessories and 
hardware. 


Logical Reasons for Difference 


Although the results were somewhat different, the 
reasoning behind the store expansion of both companies 
was logical. Sears, feeling that there remained limited 
possibilities for further expansion in the mail order busi- 
ness, looked for a brand new market outside rural areas. 
In other words, the catalog for the country and the 
store for the town. Montgomery Ward, on the other 
hand, felt that it would be the better policy to open a 
greater number of smaller stores and consolidate its posi- 
tion in the less thickly populated sections of the country. 

This difference has been gone into at considerable 
length because it serves to explain in part the better 
showing made by the smaller company in recent months. 
During depression, big industrial centers are always 
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harder hit than smaller communities. This is especially 
so at the present time when the Government is heaping 
largesse upon the farmer. 

Also contributing to the gains being made by Mont- 
gomery Ward is the fact that its summer sales catalog 
had, on the average, a price advantage over that of its 
rival. The two companies, of course, watch each other 
like hawks, but now and again something of this sort 
happens. 

In order to remove all danger of misunderstanding, 
it must be made clear that what has been said in no 
way implies a fundamentally important and rapid loss 
of ground for Sears, Roebuck. Montgomery Ward may 
eventually do as big a business as Sears, but it is by no 
means an imminent prospect. The matter of a catalog 
price differential is a passing thing, while, with any 
further improvement in general business and in indus- 
trial activity, the Sears stores in heavily populated 
centers would again come into their own. 


Declining Prices Make Difficulties 


It is extremely difficult for a merchandiser, particu- 
larly a merchandiser as large as Montgomery Ward, to 
do well during a time of declining prices. This is because 
one has to buy goods, or contract for them, long before 
they are sold and when the time comes for sale it is 
impossible to obtain normal profit margins. Considering 
the circumstances, however, Montgomery Ward has 
done well in the most recent depression—certainly a 
great deal better than in the one which started in 1929. 
Then, the effect was almost immediate and disastrous. 
Profits in 1930 were almost nominal, while in the next 
two years losses totaling more than $13,000,000 were 
chalked up. This, of course, can be attributed in part 
to the over-rapid expansion in stores which took place in 
1928 and 1929, but, by the same token, the relatively 
good showing made last year and so far in 1938 indicates 
that the store end of the business is now being operated 
with efficiency. 

For the year ending January 31, last, Montgomery 
Ward’s net *rofit, after all deductions, including a tax 
on undistributed earnings of $1,650,000, amounted to 
$19,210,029. This, after allowing’ for dividends on the 
“A” stock, was equivalent to $3.41 a share on the com- 
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mon. In the previous year the profit was equivalent to 
$3.60 a share on the common. 

For the six months to July 31, this year, the net profit 
was $5,139,526, after all deductions including an allow- 
ance for the tax on undistributed profits. After divi- 
dend requirements on the “A” stock, the six months’ 
earnings were equal to 85 cents a share on the common, 
against $1.60 a share on the common for the correspond- 
ing previous period. 

There is one interesting point about Montgomery 
Ward’s latest showing. It reveals that the company 
made an operating profit of 3.4 cents on each dollar of 
sales. Exact comparison is not possible, but from the 
figures available it seems that Sears, Roebuck during 
the same period did little, if any, better than this. For a 








Courtesy Montgomery Ward 


The huge warehouse, administration building and store which houses Montgomery Ward in Chicago. 
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Courtesy Montgomery Ward 


Ward's store at Greensboro, N. C., is typical in architecture to 
those in many other cities of this size. 


number of years past Sears has consistently managed 
to report a higher ratio of operating profit to sales than 
the smaller company, so that the recent change is of 
considerable significance. 

The ownership of Montgomery Ward rests with those 
who hold the 5,217,147 shares of common stock, cur- 
rently selling for about $47 a share. The only other 
capital liability consists of 205,000 shares of $7 “A” stock 
which is non-callable and entitled to $100 a share in the 
event of liquidation. There are no bonds or preferred 
stock. 


Dividend Policy Conservative 


Because of the expanding nature of its business, Ward 
has taken the attitude that it were better to pay the tax 
on undistributed profits and plow a reasonable propor- 
tion of earnings back into the business rather than dis- 
tribute all earnings to its stockholders. This tax, of 
course, is by no means the factor it once was, but the 
company’s position in regard to it foreshadows a con- 
tinuation of the conservative dividend policy and a 
further improvement in liquid resources. After all, when 
one is carrying an inventory which at the end of last 
January totaled $77,000,000 and when in addition one’s 
accounts receivable amount to $57,000,000, there is need 
to think of the possibility that the business will expand 
further and that, in the present inflationary setting, 
there may at some time be a marked rise in the general 
price level. These undoubtedly were considerations 
when the cempany decided to retain in the business 
some $7,400,000 out of last year’s earnings. 

Montgomery Ward is currently paying 25 cents quar- 
terly. Yet, because of 50 cents paid April 15, it means 
that, out of earnings of 85 cents, 75 cents has been dis- 
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tributed as dividends. Even this, however, is more con- 
servative than appears at first sight, for the second half 
of the year is seasonally the better. Thus, were the 
company to pay 50 cents on the first of January— 
making 75 cents in all for the second part of the fiscal 
year—it would still be likely that a substantial sum was 
being retained for the needs of the business. 

A great deal of credit for the revitalization which has 
been seen in Montgomery Ward since the big crash of 
1930 and 1931 must be given Sewell L. Avery, who 
joined the company in 1931 and became its president 
in 1932. Mr. Avery, of course, had the swing of the 
times with him for several years subsequent to 1932, 
but even so Montgomery Ward was in a sorry state 
when he first came in. There were hundreds of mail 
order men trying to run unprofitable stores. Still retaining 
the presidency of U. S. Gypsum, a company long the 
possessor of a reputation for conservatism, Mr. Avery 
appears to be molding Montgomery Ward along simi- 
lar lines. 

Although Montgomery Ward has been doing so well. 
there is a dark spot in the present picture. It is the mat- 
ter of taxation. The prospect of increase, of course, is 
something which must be faced by all corporations and 
all individuals. The situation, however, is especially acute 
for all operators of chain stores. Montgomery Ward itself 
is alive to the possibilities, for in the last annual report 
the company was careful to point out that taxes contin- 
ued to increase, having risen to $10,070,000 for the year, 
compared with $7,670,000 for the preceding year. The 
company went on to say: “These taxes, which were equi- 
valent to more than one-half of the net profit, represented 
$1.92 per share of common stock. They in some part re- 
flect the continuing assaults on multiple store operations 
through the device of tax penalties. The object seems to 
be the injury or perhaps destruction of this economic form 
of distribution. . . . The menace of such trends is clearly 
indicated by the Patman Bill recently introduced in 
Congress. Should it become a law, the annual tax it 
would impose on Montgomery Ward, as measured by 
the year just closed, would amount to more than 
$17,600,000.” No one can say whether Congress will 
pass the Patman Bill or any anti-chain-store legislation, 
but no holder of stock in a company having a number of 
stores can afford to completely ignore the possibility. 

Confining oneself strictly to the field of retail trade. 
the outlook is a reasonably good one. Although not up 
to 1937 levels in most centers, there have been some 
reports showing last year’s business to have been bet- 
tered. Montgomery Ward’s own gain in August, of 
which we have already spoken, was one of the brightest 
pieces of news. Then not long ago there were reports 
from Chicago to the effect that retail trade in the first 
part of September was averaging some 7 per cent better 
than a year ago. 


Prospect of Record-Breaking Sales 


If Ward’s sales for the balance of the year continue 
to hold above 1937 as they did in August, it will result in 
the greatest volume in the company’s history. In the 
year to January 31, 1931. total sales were some $414.- 
000,000. A new high record would be all the more 
impressive because it would have been achieved in the 
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face of lower prices. Even if sales this year equalled 
those of last it would still mean that an appreciably 
greater quantity of goods had been moved. 

An important factor in favor of Montgomery Ward at 
the present time is the upward trend of prices. Having 
done so well in a period of decline, results should be 
excellent under conditions of rising prices. The latter 
would bring about the virtual elimination of the inven- 
tory write-down problem and, so long as prices do not 


go too high too rapidly, they tend to stimulate sales vol- 
ume. It would seem that the Government’s pump- 
priming, its bounties to this, that and the other group, 
to say nothing of what natural forces for recovery there 
may be, must inevitably affect prices. The effects may 
not be lasting, as was shown the last time similar schemes 
were tried, but while the Government is actually creating 
and spending the money, there will be conditions favor- 
able to Montgomery Ward. 





OTHER MERITORIOUS MERCHANDISING ISSUES 


‘Des same factors favorable to the retail trade prospect. 
and which promise to redound to the benefit of Mont- 
gomery Ward, should be more or less equally effective 
in stimulating a rising volume of sales and earnings in 
the case of other leading retail organizations. The com- 
bined effects of Federal pump-priming, government bene- 
fit payments and crop loans to farmers, and a rising 
trend of employment may be expected to add substan- 
tially to public purchasing power, with retail trade the 
earliest beneficiary. 

Although recent figures disclosing the state of retail 
trade have shown a lagging tendency, and to that extent 
are admittedly disappointing, their implications are 
tempered by the realization that they reflect mainly 
adverse weather conditions and the severe storms and 
floods in the Eastern and New England sections. In 
the past, however, such catastrophes have shortly im- 


parted considerable impetus to retail business as reha- 
bilitation got under way. Moreover, retail compari- 
sons from this point on will be measured against 
those of year ago when retail trade was slumping. 
Sales in October last year, for example, did not make as 
good showing as they did in September; this vear the 
reverse is likely to be true. 

The investor or trader seeking to capitalize the im- 
proved outlook for merchandising companies will in all 
probability find that selected stock purchases in that 
group will prove to have been advantageously timed. 
Retail trade is now entering its season of greatest activ- 
ity, reaching a peak during the Christmas holidays. The 
issues listed in the accompanying table include the most 
favorably situated retail organizations and appear to 
possess well founded merit for either investment or 
speculative purchase. 





Favorably Situated Merchandising Shares 


Price Range 


Earned Per Share —1938-—_—- 
Company 1937 1936 High Low 
Best & Co.... 4.02(a) 4.21(b) 52 26% 





May Department Stores 3.99(a) 4.12(b) 51 281 
Mellville Shoe Per 4.55 / 5.57 57% 3214 
‘ C. Penney sets le 7.36 8514 55 
Sears, Roebuck 5.500) 5.60(a) 715% * 
FW, Woolworth... 2400S 


rare ended Jan. 31, 1938. (b)—Year ended Jan. 31, 1937. *—Most recent payment. 


Recent Divi- 
Price dend COMMENT 
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earning power. Earned $1.38 a share 1st 6 mos. this year vs. 
$1.36 a year ago. Sales last year largest on record. 














48 3.00 Current sales lower. Company would benefit substantially from 
any general industrial upturn. 

44 0.50* Leading retail shoe merchandiser. Earned $1.16 in 1st 6 mos. vs. 

3.24 a year ago. Last half outlook materially improved. 

80 3.00 Company has long record of successful operations. Earned $1.85 
a share in 1st 6 mos. vs. $2.82 a year ago. Attractive yield. 

72 3.00 Earned $1.28 a share in 24 weeksto July 16, last, compared with 
$2.76 last year. Outlook fair. Shares have speculative promise. 

47 2.40 gy in '37 highest in company's history. Current sales within 


% of last year. Shares attractive for income. 





OCTOBER 8, 1938 











Babies and Building 


A $3,000 dwelling, which can be paid for at the rate 
of $30 a month, will soon be put on the market by the 
building industry, according to a statement by Lewis H. 
Brown, president of Johns-Manville Corporation. The 
proposed homes will be of modern design, consisting of 
four rooms and bath, plus garage; and will be within the 
buying range of families with income as low as $1,500 a 
year. The biggest potential market for housing is in 
the ranks of families with low or medium incomes. 
Heretofore new, single-family homes have been out of 
their reach. While a real mass market for genuinely 
low cost homes still lies in the future, promotion of 
$3,000 homes by the building supply trades should do 
much to foster building. Purely on the basis of popula- 
tion, present need for new housing is enormously greater 
than present volume of residential building and. relative 
to need, the deficiency is increasing. The biggest poten- 
tial market for housing will come into being around 
1945, since our peak birth rate was in the years 1921 
to 1925. This means that, although the birth rate is 
now much lower than in the ’20’s, the peak in number 
of persons of marriageable age will come around 1945. 
A declining birth rate has some long term economic im- 
plications of major importance but certainly need not 
now be taken into the reckoning of any investor. It will 
be many years before our population becomes static, 
somewhere above the 150,000,000 level. Meanwhile, 
since adults, rather than babies, have the purchas- 
ing power, our vital statistics are nothing to worry 
about. Over the period of the next eight or ten years 
industry will find that there are far more adult consum- 
ers to serve than ever before. 


Industry on the Move 


One of the most significant long term economic trends 
in this country is the progressive industrialization of 
the south especially in the tier of states down from 
Virginia to Florida and across to Louisiana. Steel has 
been an old story at Birmingham, Alabama, with a 
virtually ideal situation as to raw materials and labor, 
but with inadequate consuming markets. Not so old is 
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Adventures in Progress 





the large scale shift of the cotton textile industry to the 
south—a movement so natural as to be wondered at 
only because it did not develop sooner. Of quite recent 
vintage are the southern—but northern-owned—paper, 
chemical and building materials industries. It will be a 
long, long time before the southern market for the 
products of industry remotely compares with markets 
in the more populous and wealthy states of the north 
and the mid-west. But the movement of industry to 
the south depends only partly on the southern market. 
The majority of new plants in the south expect to sell 
the bulk of output to the north for some time to come, 
being able to compete with northern plants because 
advantages in operating costs more than offset the 
factor of transportation. General advantages are equable 
climate and plentiful labor supply. Specific factors de- 
termining location of new plants in the south are raw 
material supplies, transportation facilities and, often, 
local tax inducements. Changes in the steel industry’s 
basing-point price system will materially aid the Birm- 
ingham district and tend to further southern industriali- 
zation. On a number of important steel products 
Birmingham prices are now from $6 to $9 a ton lower 
than formerly. Of greater potential importance is the 
issue—now pending before the Interstate Commerce 
Commission—of lower freight rates for manufactured 
goods moving to the north over southern railroads. 
Southern industry, politicians and railroads favor rate 
reduction. Northern industry and politicians oppose it. 
Quite certainly such a freight rate revision would ac 
celerate industrialization of the south. 





Believe It or Not! 


From the foreword of a widely published handbook. 
the following quotation is taken: 

“In order for all to have more, we need to produce 
and distribute more, not less. Greater production, 
guided by efficient management, means lower costs per 
unit. Lower costs tend toward lower prices. This 
enables our people to buy and use more goods. This, in 
turn, makes possible putting our unemployed back to 
work. With little or no unemployment, the bargaining 
power of labor is increased, resulting in higher wages. 
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Higher wages coupled with lower prices mean a higher 
standard of living.” 

This is straight capitalistic dogma, such as might 
emanate from the Chamber of Commerce of the United 
States or from Henry Ford or Tom Girdler—but, believe 
it or not, it is an excerpt from the handbook, “Production 
Problems,” prepared by the C.1.0. steel workers’ union. 
This union is conducting a campaign of education among 
its members for the stated purpose of developing “an atti- 
tude of wholehearted cooperation between workers and 
employers.” Its handbook, digested more completely 
in the October issue of the Readers Digest, makes many 
remarkably practical suggestions as to what workers can 
do to promote a mutually advantageous labor-manage- 
ment cooperation. Industry would have no serious labor 
problem if all big corporations and all unions would sin- 
cerely subscribe to the cooperative viewpoint formally 
expressed by Mr. Philip Murray’s steel workers’ union. 
It reflects an attitude and an approach missing in many 
unions, notably in the motor industry, the building trades 
and the marine and longshoremen’s unions. We can 
think of certain “rugged individualist” managements 
who could also profitably take this handbook as a guide 
to enlightened labor relations. 





Steam vs. Hydro-Electric Power 


The city of Oswego, N. Y., is only a little more than 
100 miles from Niagara Falls. Over existing transmis- 
sion lines it would be possible for the Niagara Hudson 
system to supply Oswego with economical electricity 
from Niagara Falls or from other hydro-electric generat- 
ing facilities owned by Niagara Hudson subsidiaries. 
But to supply Oswego and adjacent territory with power 
at maximum efficiency and economy the Central New 
York Power subsidiary of Niagara Hudson is_build- 
ing a $9,500,000 steam generating plant. This choice 
was determined by the following considerations:  effi- 
ciency of modern steam generating equipment now avail- 
able; price and quality of coal ob- 
tainable; quantity and tempera- 
ture of water from Lake Ontario 
available for steam condensing 








purposes; and location of the new 
plant with reference to the Ni- 
agara Hudson’s system of trans- 
mission lines and consuming 
markets. At full load the plant 
will produce one kilowatt hour 
of electricity for each 85/100 of 
a pound of coal burned. Twenty 
years ago 3.3 pounds of coal 
were required to produce the 
same quantity of electric powe - 
This is not news to practical 
utiJity men and electrical engi- 
neers—but it is interesting evi- 
dence that the alleged general 
advantages of hydro - electric 
power, so widely propagandized 
by the Federal Government, 
have been greatly exaggerated. 
The fact is that in some areas 
hydro-electric power has the 











Wide World Photo. 
The Tennessee Iron, Coal & R.R. Co.'s plant in Birmingham, Ala. 
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edge and in others steam generation is best. A variety of 
technical and commercial factors would dictate the choice 
wherever the decision is a matter of business and not of 
politics. The Niagara Hudson system, largest seller of 
industrial electricity in the world, is living proof of this 
fact, for its present generating facilities are, roughly, 46 
per cent steam, 60 per cent hydro-electric. It is quite 
certain that in the broad T V A area some territories 
could best be served by steam generation, others by hy- 
dro-electric stations. But no such discriminating engi- 
neering choice can be expected from the New Dea! 
hydro-electric zealots. It is by no means inconceivable 
that progress in steam or Diesel generating equipment 
may make much of the T V A hydro-electric facilities 
obsolete in relatively few years. 





Bridging the Gap Between Laboratory and 
Commercial Production 


It has long been common practice in the chemical in- 
dustry, whenever some new product or process wa: 
developed in the laboratory, to build a small pilot plan? 
to iron out the difficulties which invariably arise betwee: 
successful experimentation and commercial production. 
The petroleum industry has followed a similar practice. 
Standard Oil (New Jersey) for example, first set up : 
pilot plant for the hydrogenation process of producing 
oil from coal. It is believed, however, that the Jones & 
Laughlin Steel Corp. is the first company in its field t« 
set up a complete miniature steel mill. It contains furn- 
aces, a steam hammer, two small rolling mills and ; 
wealth of testing and other equipment. All modern stee! 
mills have metallurgical departments whose duty it is 
to constantly test the product for strength, hardness. 
machinability and the like and to devise means for its 
improvement. But today the capacity of the commer- 
cial plant is so enormous that experimentation with it 
has obvious disadvantages. Jones & Laughlin’s minia- 
ture plant will get over such difficulties. 








Second feature in a new series of interest to traders and investors. 


Jhe Stockholders Gude 


Part 2—The Small Corporation vs. the Large One 


Lec corporations are increasingly subject to the sus- 
picion, if not the attack, of politicians. The merits and 
faults of Big Business—from a social point of view— 
are increasingly debated. 

Quite aside from the political aspects of the matter, 
however, there are practical, pocket-book reasons why, 
in certain instances, a company of small or medium size 
represents a more promising bet for the speculator or 
the investor than do its giant competitors. 

Note that we say smallness is an advantage to the 
stockholder only in some instances. An overly broad 
generalization on any investment problem is untenable 
and often hazardous. Naturally, numerous factors other 
than size must enter into any intelligent selection of 
common stocks for investment or speculation. What- 
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ever the reasons, in some industries the runners-up are 
far behind the leaders in overall investment quality. Fur 
example, in the field of electrical equipment there is no 
small or medium-sized enterprise which can appeal to 
investor or speculator as do General Electric or Westing- 
house; and among the automobile stocks General Motors 
and Chrysler blanket the field like a circus tent. 

But in other industries the dividing line between the 
giants and the runners-up is far less sharply defined, so 
far as concerns security appraisal. For example, United 
States Steel is more than twelve times larger than Inland 
Steel in terms of assets and sales, but the composite 
judgment reflected in the stock market gives Inland a 
higher investment rating than Big Steel, for at the year’s 
top level of prices Inland was valued at 10.2 times 1937 
net per share and United States Steel at only 7.9 times 
1937 net per share. Similarly, Dow Chemical is a veri- 
table dwarf as compared with du Pont but price-earnings 
ratios of these two stocks show a very great preference 
for Dow and preference is also shown by the fact that 
at the best level of price recovery this year Dow had 
regained 76 per cent of its entire bear market decline, as 
compared with only 48 per cent for du Pont. You may 
say that Dow is a specialized chemical enterprise and 
that the comparison is misleading. But a similar ad- 
vantage for a medium-sized chemical is shown when we 
compare Monsanto with Union Carbide, both widely 
diversified and Carbide more than seven times larger 
than Monsanto in assets. At this year’s highs Monsanto 
was appraised by the market at 22.5 times 1937 net per 
share, against 18.1 for Carbide; and Monsanto had 
recovered 77 per cent of its entire bear market decline, 
against 57 per cent for Carbide. 

The lesson to be drawn from these comparisons is this: 
—as between two corporations, each a sound, well-man- 
aged, growing enterprise, the intelligent choice for in- 
vestment or speculation goes to the smaller rather than 
to the giant. The simple mathematical law of percentage 
is working against the big company and for the small or 
medium-sized one. For example, Union Carbide’s net 
income last year was $7,355,000 greater than in 1929 or 
a dollar gain more than double the $3,308,000 profit in- 
crease of Monsanto from 1929 to 1937, but in percen- 
tage comparison on the 1929 base Carbide’s gain was 
only a bit more than 20 per cent while Monsanto’s 1937 
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profit was nearly three times greater than that of 1929. 
The accompanying earnings chart, showing Carbide and 
Monsanto profits in ratio to 1929, shows a striking su- 
periority for the smaller enterprise. 

In a much more static field—chewing gum—it is illumi- 
nating to note the decidedly superior performance of 
American Chicle, as compared with the much larger 
Wrigley. Total assets of American Chicle are less than 
18 per cent of Wrigley’s, but net income of Chicle is 
more than 41 per cent of Wrigley’s net. As compared 
with 1929, Wrigley’s 1937 profit was down by about 25 
per cent, while Chicle’s was up by approximately 73 per 
cent. Neither company reports sales, but it may be 
noted that in 1929 Wrigley’s net was equal to 20 per 
cent of total assets and Chicle’s net to 25 per cent of 
total assets. For 1937 Wrigley’s net in ratio to assets 
had fallen to 14 per cent and Chicle’s had increased to 
32 per cent. 

{ven when a company’s sales show a strong long term 
vrowth, the stockholder must look out for the workings 
of the law of diminishing returns. It may take some 
time for this to show up in a stock’s market action, but 
when any enterprise requires more and more volume to 
maintain a given level of earnings that company is on 
the way out of the ranks of the select minority posses- 
sing promise of dynamic long term appreciation. Gen- 
erally speaking, the bigger an enterprise is, the more 
vulnerable it is to the law of diminishing returns. 

Moreover, it is very important to determine whether 
growth in sales and earnings is due to special and non- 
continuing circumstances. For example, the increase in 
sales and profits of Sears, Roebuck over the past decade 
represents a competitive gain rather than a genuine se- 
cular trend. That is, by expanding heavily in the chain 
store field to supplement a waning mail order business, 
this company has largely increased its share of the coun- 
try’s total merchandising business—but this transition 
is now an accomplished fact and the future rate of gain 
will be far slower. In contrast, the expansion factor oper- 
ating on sales and earnings of well situated chemical com- 
panies will continue to operate far into an indefinite 
future. 

The 


Woolworth chain is an example of a big mer- 
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chandising enterprise which for some years has been 
struggling — with partial success —to fight the trend 
toward diminishing returns. Confronted with declining 
profit per store, it halted general policy of expanding 
number of stores and concentrated its endeavor on in- 
creasing volume of existing stores. The first step was to 
raise the price limit on its merchandise units from 10 
cents to 20 cents and subsequently the original “five and 
ten” chain became a five cents to one dollar chain. This 
may maintain satisfactory earning power for some time, 
but it does not assure dynamic growth of profits. 

In contrast to these, the excellently managed J. C. 
Penney chain, although a very large enterprise, is a strik- 
ing example of gradual expansion so carefully planned 
that profits have more than kept pace with increase in 
volume. Thus the company’s 1937 sales were 31.2 per 
cent larger than in 1929 and net income was 33.8 per 
cent larger than in 1929. 

The size of an enterprise, let us reiterate, is only one 
consideration in shrewd investment or speculation. Other 
factors being reasonably equal—and they sometimes are 
—the small or medium-sized company will have the edge. 





PROXIES SHOULD BE EXECUTED—NOT JUNKED 


\\ ERE you to ask John Jones, 


the average citizen, his most val- 
uable prerogative of citizenship 
he would promptly answer “the 
right to vote.”” Were you to ask him as the owner of 100 
shares of Ardale Steel what he considers his most valu- 
able right as a stockholder he would hesitate. There 
would be a thought of “receiving dividends” and _ per- 
haps none of his right to vote. There is no question that 
both as citizen and as stockholder—whether in the first 
instance he knows it and in the second he doesn’t—the 
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BY BERNARD 
of the New York Bar 


S. BARRON greatest power that Jones pos- 
sesses is the ballot. 

On election day Jones can 
vote near his home—but doesn’t. 
Were. the annual meeting of stockholders of Ardale Steel 
around the corner from Jones’ office you would not find 
him there. I recently attended the annual meeting of a 
corporation having nine thousand stockholders. Three 
(not three thousand) —just three—were present. 

Jones has just received a notice of the time and place 
of the annual meeting of Stockholders of Ardale. Jones 
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knows that directors are to be elected, that from the 
directors will be chosen the more important officers. He 
knows that on the ability of the officers and directors 
depends the success or failure of the company. Along 
with the notice of meeting Jones, in all probability, has 
received a letter and a proxy requesting, if he cannot 
attend the meeting in person, “to execute and return 
the enclosed proxy.” What will Jones do? If he does 
what approximately 51 per cent of stockholders do, he 
will deposit the envelope and its contents in the waste 
basket. Little does he realize that he is not only losing 
his vote but that he may be wasting a substantial 
amount of corporate money; for if insufficient stock- 
holders or proxies appear the meeting will have to be 
adjourned; the time of officers, directors, counsel and 
clerical help will be lost; further efforts will have to be 
expended to obtain the necessary number of shares for 
a quorum; perhaps some objectionable and incompetent 
directors who were not renominated will remain on the 
board until the meeting is held and their successors 
elected. 


Don't Lose Your Vote 

The Jones plaint is an old one. He doesn’t vote in 
political elections because “his vote wouldn’t make any 
difference” and he doesn’t execute his proxy and vote in 
corporate elections “because he doesn’t know anything 
about the nominees.” 

The trouble is Jones doesn’t think of himself and the 
other Joneses collectively. Even a political campaign 
which rouses him sufficiently to vote and in which the 
candidate he and his friends favored is successful, ap- 
parently does not awaken him to the potential powers 
that he and other stockholders possess. He does not 
stop to appraise his proxy power, nor the manner in 
which it has been safeguarded in recent years. 

Originally, a stockholder in New York, at least, had 
no right to vote by proxy; every vote was required to be 
personally given. As securities of corporations of differ- 
ent states came into the hands of stockholders in other 
states it was realized that compelling personal attend- 
ance of stockholders was equivalent to corporate disen- 
franchisement. As a matter of simple necessity the 
proxy evolved. A proxy is “an authority to act fer 
another,” a limited power of attorney giving to an agent 
or representative the authority to vote at corporate 
‘meetings. The rights with reference to proxies are gov- 
erned by the laws of the state under which the company 
is organized. The proxy need not be in any special form 
but it must be in writing. Every person entitled to vote 
personally at a corporate meeting may vote by vroxy, 
but a member of a religious corporation may not. The 
proxy must be executed by the stockholder or his duly 
authorized attorney. A proxy is invalid after the ex- 
piration of eleven months from the date of its execution 
unless the exact duration is specified therein. Every 
proxy is revocable at the option of the person executing 
it. The proxy is revoked by the presence in person of 
the principal at the meeting. A vote may not be sold, 
nor may a proxy be issued for any sum of money or 
anything of value; in fact to do so is a crime. A proxy 
need not be a stockholder. 

It is not possible in this article to discuss the proxy 
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problem as it applies to all types of ownership, but if we 
consider the case where stock is held on margin, or 1s In 
custody in street name, we shall bring out some points 
of interest to all stockholders. 

Suppose opposing factions are seeking to elect their re- 
spective candidates for directors, what rights has the 
unrecorded owner, or the owner on margin of a stock? 

Prior to the passage of the Securities Exchange Act 
(1934) , brokers could indiscriminately and without refer- 
ence to their customers execute proxies for stock held 
in street names. If the broker was friendly to one fac- 
tion they received the proxy irrespective of the merits 
of the controversy or the ability of those requesting it. 
But the Act has changed this. Today the broker must 
advise the customer that the proxy is being sought by 
opposing factions. Although the broker executes the 
proxy, the stockholder alone directs to which group it 
shall be given. Recent regulations of the S E C, effective 
October 1, 1938, require “proxy statements” to be sent 
to every person whose proxy is solicited. They must be 
legible, must reveal the identity of the persons soliciting 
the proxy, the nature of the matters to be voted on un- 
der the proxy; they must show the power of the security 
holder to revoke his proxy, the rights of dissenting stock- 
holders and the expenses of solicitation, including com- 
pensation paid to all solicitors. A further requirement is 
that every stockholder shall be given the opportunity to 
direct how his vote shall be cast on each matter under 
consideration thus giving him the right to grant a limited 
rather than a general authority to vote. It must give 
information concerning each nominee for director. (There 
are other requirements not stated here.) These are all 
steps in the right direction which may awaken the stock- 
holder to realization of his power and spur him to action. 
Theoretically, this is excellent, but it is based on the 
presumption that the stockholder will receive all the in- 
formation. This is not always the case. In the case of 
owners of stock on margin the opposing factions do not 
know the name or address of the stockholder. The litera- 
ture is delivered to the broker and it is the broker’s duty 
to forward the data to the stockholder. The stockholder 
then directs the broker to whom the proxy is to be de- 
livered. 


The Broker's Part 


Let us disregard the broker who does not obtain the 
wish or direction of his customer, or, who having re- 
ceived it, disregards it; who “forgets” to send out the 
literature of one of the opposing factions or who “in- 
advertently” does not enclose the authorization form or, 
who having received it, “‘misplaces” it. As a general rule 
brokers obey the letter and spirit of the law. But the 
data passes through too many hands and thus increases 
the percentage of honest error. It is my considered 
opinion that opportunities for error—inadvertent or 
otherwise—would be effectively minimized by requiring 
a broker to reveal to the opposing factions directly the 
names and addresses of his customers holding the stock 
involved. Careful limitations can prevent abuse of such 
disclosure. Even if abuses did result the gains would 
outweigh them. 

Another situation exists which should be obviated. 
A broker may vote up to the full number of the shares 
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standing in his name provided, 
of course, that he has received 
authority and instruction from 
the various customers who pur- 
chased the stock. Let us as- 
sume that the brokerage firm 
of Roe and Doe carries 2,000 
shares of Ardale Steel. They are 
high class honest brokers who 
have sent all the literature of 
both factions to their cus- 
tomers and have asked for direc- 
tions. Only customer Smith, 
who owns 200 shares, replies 
. and directs the brokers to give 
his proxy to faction A. Roe 
& Doe comply with the wishes 
of Smith. But Smith changes 
his mind. He knows that by 
sending in a later dated proxy 
he can revoke the previous one. 
Smith then directs his brokers 
to deliver his proxy to faction B. 
This the brokers do. Remember 
that the opposing factions do not 
know the name of Smith whose 
name does not appear on the 
proxy. They know only that 
Roe & Doe have two thousand 
shares in their names and that 








PROXY . THE GS COMPANIES, INC. 1938 
KNOW ALL MEN BY THESE PRESENTS: That the undersigned stockholder of The SED 
Companies, Inc., hereby ti and appoints @& @ Ge Gand 


or any of them, the attorney and proxy of the undersigned to attend and represent 
the undersigned at the annual meeting of the stockholders of said The MEM Companies, Inc., to be 
held on Tuesday, the 13th day of September, 1938, at 2:00 o’clock in the afternoon of said day at the 
office of the corporation, treet, San Francisco, California, or at any adjournment or 
adjournments thereof; and for and on behalf of the undersigned to vote upon any and all business that 
may come before said meeting according to the number of shares of stock of said The SEE Com- 
panies, Inc., which the undersigned would be entitled to vote if there personally present, hereby 
ratifying and confirming all that said attorney and proxy shall do in the premises, and giving and 
granting unto said attorney and proxy full power of substitution. 

PUNE scostscnccccescsecesvecns 


, 1938. MOOR oss pices co vecacoensninies 


Mr. Jonn F, Jones, 
Broad Street, 
New York City 


Sign here 


Please Detach and Mail Above Proxy Promptly. No Postage Required. 


THE ME COMPANIES, INC. 


San Francisco, California, 
August 22, 1938. 


TO STOCKHOLDERS: 
If you are unable personally to be present, please sign and return the above 


proxy, which, in the absence of instructions to the contrary, will be voted for the 
election of Directors. This proxy is being solicited by the management of the Company. 





up to this amount all shares 
coming from that brokerage of- 
fice can be counted. Unless Roe 
& Doe have been sufficiently 
vareful to indicate on the later 
proxy that it is a revocation of the former all four hun- 
dred shares will be counted. The result is that two 
hundred illegal votes have been cast. 

By a simple trick revocable proxies can, without 
the knowledge of the stockholder, be made irrevocable 
in effect. The proxies, of course, go to the faction to 
which the broker sends them. The opposing group 
does not see them. The annual meeting of Ardale 
Steel is called for March 21. There is to be a con- 
test for the election of directors. Each side sends 
out their proxy forms. One group sends to the West- 
ern stockholders proxies already dated March lst. 
The stockholder executing such a proxy cannot pos- 
sibly revoke it by dating one later for it is already 
dated the day of the meeting. Unless he appears 
personally the best he can do is cancel his vote en- 
tirely by sending to the other faction another proxy 
dated the same day, March 21st. 





Proxies Should Be Dated 


I believe that proxies should be dated the day on 
which they are executed; they should be sworn to before 
one authorized to take oaths or the signatures and dates 
should be guaranteed by a bank or brokerage house just 
as is the endorsement on a stock certificate. 

Proxies have been discarded by tellers because signa- 
tures did not correspond; they have been thrown out 
because husbands signed their names when the stock 
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was registered in the names of the wives. Many are 
the instances where a stockholder is disenfranchised— 
but doesn’t know it—because he knows little and 
cares less about proxies. 

I cannot refrain from mentioning what my political 
friends refer to as the “I’m for Everybody Voter,” he, 
who when there are nine candidates running and three 
vacancies to be filled, votes for all nine, thus feeling that 
he has slighted no one by leaving any blank spaces on 
the ballot. His counterpart in the corporate category is 
the stockholder who very carefully executes each of the 
proxies sent by the opposing factions, dates them the 
same day and sends them both in. He has thus very 
effectively cancelled his own vote and has, in effect. 
voted for nobody. 

The suggestions contained herein can effect some im- 
provements. The question still remains how to bring 
home to the small stockholder the realization of the 
power which the proxy gives him; to make him exercise 
that power intelligently and effectively. 

The power of the proxy is the power to vote, and the 
ballot—intelligently cast—is a mighty weapon in the 
hands of the stockholders. 

Most corporations now issue reports much more frank 
and complete than in years gone by. Many—such as 
United States Steel, General Motors, du Pont, General 
Electric—are admirably fair in their relations with stock- 
holders. But it is up to shareholders to act on the in- 
formation made available to them. 








YOUNGSTOWN SHEET & TUBE CO. 





Headed for the Pay-Point 


Prospects Favor Important Steel Producer 


BY MERRILL F. HODGINS. JR. 


Bs the past, and when conditions were “right,” Youngs- 
town Sheet & Tube common shares have afforded one 
of the most profitable speculative vehicles among repre- 
sentative steel stocks. Per-share earnings, reflecting an 
effective degree of capital leverage, have been charac- 
terized by exceptionally wide fluctuations, recording 
rapid and sizable gains when the company has been 
favored by a rising tide of steel demand and receding 
with equal rapidity to be supplanted by large deficits 
when the tide ran out. Such an earnings performance is, 
of course, more or less typical of the steel industry as a 
whole, but in the case of Youngstown Sheet & Tube the 
swings between good and bad times have been wider 
than the average for the industry. This condition has 
had the effect of imparting considerable market volatility 
to the company’s shares. While this feature detracts 
from the shares as a desirable investment medium, it is a 
speculative consideration of unquestionable importance. 

From the brief background sketched above, it should 
be obvious that the element of timing must necessarily 
play an important part in arriving at a decision involv- 
ing the purchase, retention or sale of Youngstown com- 
mon shares. Such being the case, and using precedent 
as a criterion, it might appear that in the present indus- 
trial setting, both the purchase and retention of the com- 
pany’s shares would be timed to substantial advantage. 
The rate of steel operations has risen irregularly, but 
definitely, since the end of June and at about 48 per cent 
of capacity are at the best levels since last November. 
Business as a whole has taken on a more hopeful aspect 
and promises to record more substanial gains in succeed- 
ing months. Under similar conditions in the past the 
shares of Youngstown Sheet & Tube have proved to be a 
dependable speculative venture. Whether or not, how- 
ever, this precedent will again prove reliable over the 
coming months would seem to depend substantially 
upon the extent to which the company is affected by the 
several new elements which recently have been injected 
into the outlook for the steel industry. 

Although to all appearances the steel industry seemed 
to have recovered from the nervous shock it suffered 
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last June when the steel price structure was thoroughly 
riddled by the double-barreled action of U. 5S. Steel, 
some time must yet elapse before the full effects of this 
move can be evaluated. Just about the time that steel 
operations had reached their lowest point in the current 
depression, Big Steel announced simultaneously a sub- 
stantial reduction in basic steel prices and the elimina- 
tion of basing point differentials. All of the other leading 
steel producers promptly followed suit. As consequence 
the entire industry for a period of several weeks was 
thrown into a state of confusion and previous concepts 
of pay points and competitive standing, were of necessity 
drastically revised. 

Prices quoted on finished steel products by U.S. Steel, 
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and subsequently met by other 
producers, were from $3 to $8 a 
ton lower, the average reduc- 
tion ranging from $4.50 to $5.50 
a ton. The effect of these price 
cuts was to raise appreciably the 
industry’s pay point—the aver- 
age level of operations at which 
the volume of business would 
enable producers to break even. 
Prior to the new price schedule 
it had been generally accepted 
that the pay point was some- 
where between 40 and 45 per 
cent of rated capacity. Sub- 
stance was given to this conten- 
tion by the fact that in the final 





quarter of 1937, with operations 





averaging about 40 per cent of 
capacity, the industry was able 
to operate profitably. 

On the present basis and giv- 
ing effect to lower prices it is 
generally agreed that the pay 
point has been raised to some- 


where between 55 and 60 per Courtesy Youngstown Sheet & Tube Co. 


Youngstown's revolutionary new seamless pipe mill. Photo shows a white hot tube 
emerging from the No. 1 piercing stand. 


cent. It may well be, however, 
that these estimates will turn 
out to have been too high. It 
is pertinent to recall that a very substantial portion of 
the steel orders booked last year were at prices which 
prevailed prior to the increase in March. As business 
generally, and steel operations particularly, receded in 
the final three months of 1937, and at a more accelerated 
pace in the first half of this year, it became a buyers’ 
market and steel consumers sought and obtained sizable 
price concessions. In short, prior to the official reduc- 
tion in prices, actual prices bore scant relation to quoted 
prices. In the circumstances therefore it is reasonable 
to assume that the actual reduction was less than the 
apparent reduction, with the average price cut amount- 
ing to about $3 a ton, rather than $4.50 or $5. Carry- 
ing this assumption further, it is possible then that the 
pay point may be around 50 per cent of capacity, or 
perhaps moderately higher. If these assumptions prove 
correct, the industry is now approaching its break-even 


level. 


Granting the favorable implications of this prospect, 


they must nevertheless be modified when reduced to 
terms of probable earnings. Over the past decade, steel 
operations have averaged only 56 per cent of capacity. 
Last year, one of the best in the industry, operations 
averaged 70 per cent of capacity, the highest average 
level since 1929. Companies representing better than 
90 per cent of the rated capacity of the industry earned 
6.2 per cent on invested capital last year; nineteen of 
the leading producers showed an average profit margin 
in 7.6 per cent; while eight of the largest producers 
showed average earnings of $4.39 per ton of ingots pro- 
duced. In only six of the past ten years have steel oper- 
ations averaged 50 per cent. 

It is rather obvious therefore that if the steel industry 
is too show sizable profits in the near future several con- 
ditions are required. Production will have to increase 
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appreciably in the next six months. With the aid of 
sustained construction activity, increased takings by the 
automobile industry, and perhaps renewed buying by 
the railroad and public utility industries, not to speak of 
possible war orders, output may continue to rise to per- 
haps better than 60 per cent of capacity before the 
year-end. 

Rising production, favorable in itself, might also sup- 
port a price increase later on. Fourth quarter prices, 
however, were recently reaffirmed and any upward revi- 
sion is therefore unlikely to occur prior to next year. 
Meanwhile, of course, wage rates remain at their peak 
and while the industry doubtless feels that a downward 
revision is justified, its hand has been weakened by the 
upward trend of production in recent months. Conse- 
quently one is compelled to conclude there is scant like- 
lihood of any relief from the burden of heavy labor costs 
in the near future. 

This conclusion, of course, presupposes, a gradually 
rising trend of consumption, to a point sufficient to sup- 
plant the present buyers’ market with a sellers’ market. 
Otherwise, it is certain that the industry will reduce 
wage scales as a necessary offset to the lower price sched- 
ules. All of which, briefly stated, means that the out- 
look for the steel industry is hopeful, while the outlook 
for steel profits is subject to unpredictable contingencies. 

Youngstown Sheet & Tube is one of the fifth largest 
steel unit and one of the foremost of the so-called in- 
dependent group of steel companies. Since 1933, the 
company has expended about $45,000,000 in enlarging 
and modernizing its plant facilities, with particular em- 
phasis on increasing its output of lighter steel products. 
Recently the company sold $30,000,000 convertible 4 
per cent debentures and of the proceeds is planning to 
spend $17,500,000 for addi- (Please turn to page 767) 
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The Investment Clinie 


Discussing: Proposals by the Balti- 
more & Ohio and Lehigh Valley Which 


Call for Sacrifices from Bondholders 


Conducted by J. S. WILLIAMS 


A NUMBER of railroads are making a last desperate 
effort to avoid reorganization under Section 77 of the 
Bankruptcy Act. They are asking their bondholders to 
extend maturity dates, to agree to an outright reduction 
in interest payments, to agree to the postponement of 
certain interest and to make sacrifices in other ways. 
We have received many letters from perplexed inves- 
tors demanding to know whether the particular treat- 
ment proposed for their holdings is reasonable. Mr. S. 
of Pennsylvania writes in part: “Among the securities 
on which my mother is dependent are several Baltimore 
& Ohio Refunding and General 5s. The railroad is ask- 
ing her to agree to a plan under which she will receive 
no more than 1 per cent as a fixed return, the other 4 
per cent being payable only in certain eventualities which 
do not appear likely to materialize. Is this fair? Why 
should little investors be asked to make good all the 
damage which has been done the railroads by excessive 
taxation and wage rates which are out of line with all 
comparable work throughout the country? If sacrifices 
have to be made, let them be made by all, labor included.” 

Mr. P. of Troy, New York, takes a frankly self-inter- 
ested attitude. He says: “I’ve been holding these mort- 
gage bonds (Lehigh Valley’s) for many years and the 
investment is now a sour one. Why would it not be bet- 
ter for me in the long run to have the road go through 
reorganization and wipe out completely all fixed charges 
on securities that are junior to the ones 


all bondholders should start from the position that one 
cannot obtain more than there is. In other words, a 
railroad has revenues of a certain amount and if this 
amount is not enough to pay everyone, it is no good 
pretending that it can be made to do so. The matter 
then boils down to two questions. First, is the manner 
in which it is proposed to divide the available revenues 
generally fair? Second, generally fair or not, what atti- 
tude should be taken towards the possibility of doing 
better by “holding out” even though receivership results? 

Let us take up the Baltimore & Ohio plan first. The 
effect on the road’s principal bonds will be found in the 
accompanying table. The fixed charges on B. & O.’s 
funded debt are now running about $31,500,000 annually. 
In the seven year period between 1924 and 1930 aver- 
age earnings covered charges with a wide margin to 
spare. Even in the seven-year period between 1930 and 
1937 average earnings were somewhat in excess of present 
charges. Thus, while it is estimated that in 1938 earn- 
ings may fail to cover charges by as much as $14,000,000, 
it is evident that the road has substantial earning power 
under more normal conditions. 

With maturities aggregating $185,000,000 between 
1939 and 1942, inclusive, it is obvious that matters have 
come to a head and bondholders are going to have to 
make voluntary sacrifices now, or involuntary ones al- 
most immediately in the future. The advantage of 





I own?” 
Mr. D. of Philadelphia asks: “As « 
holder of the Baltimore & Ohio First 


Proposed B. & O. Plan 


Mortgage 5s, why should I make 1 per : Amount Proposed Proposed Interest Rates Current 
cent of my interest contingent’ when the Security Outstanding Maturity Fixed ontingent Price 
holders of the First Mortgage 4s are to Fist Mortgage 4s,1948................02, $82,000,000 ..... Bu, oe ere 42 
receive their full return on a fixed basis.” First Mortgage 5s,1948................... 75,000,000 ..... 4 1 43 
These are but samples of letters evi- oe ce wen aes sai, saveies cig — 
dencing the widespread attention at- pf vecsemelNeet,i00). emee ones 8 
tracted by these plans. It is understand-  pesunding & General 5s and 6s............. 158,100,000 ..... 1/5 of face 4/S of face 18 


able that most individual bondholders convertible 4/1, 1960................04-. 63,000,000... i... Ath 14 
should be critical, for they are hit per- R. F.C. loan 4s, 1939/1942....0...0...... 69,800,000 + Wi wees - 
sonally. It is not quite the same for the.  Butfalo, Rochester & Pittsburgh, 4%, 1957.... 29,100,000 ..... 3 1% @7 


many big institutions which have agreed 
to the various proposals. Nevertheless. 


+—Five years from effective date of plan. 
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making them voluntarily is that it pro- 
mises to avoid the expense of reorgan- 
ization and also the probability, in the 
event that a receiver were appointed, 
that the bondholders’ income would be 
cut even more drastically than under 
the present proposal. In the light of 
this, it is difficult to see how the plan 
can be other than approved in principle. 

Now for the treatment which it is 
proposed to accord individual issues. 
Holders of the Pittsburgh, Lake Erie & 
West Virginia 4s are being asked for a 


Security 


Proposed Lehigh Valley Plan 


Amount Proposed Proposed in- Current 
Outstanding Maturity terest Changes Price 


Penn. and N. Y. Canal & R. R. 
4s, 41s and 5s, 1939.......... 


Lehigh Valley Terminal Ry. (now 
Lehigh Valley R. R. of N. J.) 5s, 1941... 


Lehigh Valley Ry. 4%s,1940........... 
General Consolidated 4s, 41/s and 5s, 2003........ 72,336,000 Pree Tt 


+—Starting with the interest due 10/1/33, it is proposed that 75 per cent of the next five interest 
maturities be extended for five years. 


. $8,500,000 4/1/49 No change 
9,999,000 10/1/51 No change 
15,000,000 7/1/50 No change 42 





ten-year extension without any change in 
the fixed interest rate, while the holders 
of the five-year Secured Notes are being asked for 
a five-year extension, interest to be cut from 4% 
per cent to 4 per cent. For both these issues the 
plan appears fair and it suggested that holders de- 
posit when the time comes after the I. C. C. has given 
its approval. The collateral securing the Notes consists 
of about half the outstanding first and second preferred 
stocks of the Reading Co. and 566,000 shares of common 
out of a total outstanding of some 1,400,000 shares of 
common. Refunding and General bonds in the amount 
of $38,000,000 are pledged as additional collateral. The 
security behind the Notes had a recent market value of 
roughly $23,000,000, or less than half the face value of 
the Notes. For this reason alone the modest reduction 
in interest appears justified. 

There is a ready answer to Mr. D of Philadelphia who 
wanted to know why his first mortgage 5s should be 
asked to place interest of 1 per cent on a contingent 
basis. The reason is that 1 per cent out of the 5 per cent 
he has been receiving is only an unsecured obligation and 
might be considered to rank, for example, with the in- 
terest on the debenture 414s all of which it is proposed 
to place on a contingent basis. The same thing applies 
to the Southwestern Division bonds, out of whose 5 per 
cent interest, 144 per cent is unsecured. With this un- 
derstood, holders of both issues might well concur with 
the treatment proposed for them. 

In the case of the Refunding & General Mortgage 
bonds, it is proposed that one-fifth of the coupon rate 
be considered fixed interest, while the balance be con- 
tingent upon the company’s ability to earn it. In the 
case of the Convertible 44%s the proposal is that all in- 
terest be placed upon a contingent basis. This unques- 
tionably will be a blow to the holders of these bonds, but 
it is hard to see how they could hope to do better. In 
the event of receivership, they would almost certainly 
emerge with bonds whose principal amount was consid- 
erable less than their present holdings. 

In addition to the proposals outlined above, the plan 
sets forth the manner in which it is intended to distrib- 
ute the road’s operating income with a view to preserving 
the claims of the various bondholders and to afford them 
the maximum degree of protection under the better cir- 
cumstances that are likely to arrive. If the plan goes 
through, the Baltimore & Ohio’s fixed charges will be 
reduced over the next eight years or so by some $12,- 
000,000 or to about $19,500,000. While earnings during 
the present year will not be sufficient to cover even the 
smaller sum, it would not take a great deal in the way 
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of a general recovery to enable the road to do so. 

All-in-all we think the plan fair in principle, fair to the 
different bondholders and one to which they should as- 
sent rather than try to do better via receivership. 

* * * 

The plan proposed by the Lehigh Valley is similar in 
many respects to that proposed by the Baltimore & Ohio. 
The accompanying table brings out the salient points. 
The holders of three bond issues are being asked for a 
ten-year extension of the respective maturities, without 
change in interest rate, while the holders of the General 
Consolidated 4s, 444s and 5s are being asked to extend 
for five years 75 per cent of each interest maturity start- 
ing with November 1 of this year. 

So far as the bonds issued under the General Con- 
solidated Mortgage of the Lehigh Valley are concerned, 
there appears to be only one thing to do—that is, con- 
sent. But so far as extending the other three issues, there 
is room for a difference of opinion. Favoring assent, 
there is the general objection that it is a pity to be an 
obstructionist. Secondly, the three issues are all divi- 
sional issues and relatively small. To throw the road 
into bankruptcy probably means a greatly impaired 
marketability which would be awkward, if not actually 
disastrous, to small individual holders. 

On the other hand, it is doubtful whether bankruptcy 
can be avoided even if the present plan does become 
operative. Fixed charges this year will ke about $7,200,- 
000, while the amount available for such charges is es- 
timated at $3,500,000. Even with relief afforded by the 
sacrifices to be made by the General Consolidated Mort- 
gage bonds, fixed charges still would not have been cov-~ 
ered this year. Between 1943 and 1945, of course, fixed 
charges would become particularly burdensome as the 
extended interest became due. 

Moreover, there is a clause in the Lehigh Valley plan 
which gives the company, with the consent of the Com- 
mittee for the plan, the right to pay off a recalcitrant 
minority. We understand that the company will contest 
non-assenters, but it is not quite the same thing as 
coming out flat-footedly and saying as the B. & O. did 
that it would fight against discrimination with all the 
means at its disposal. The past is replete with instances 
where majorities have made sacrifices, only to see minori- 
ties paid off in full at the due date. Whatever the ulti- 
mate decision, it is only fair to other bondholders and 
the road in general that it be an active decision, made 
after the plan has been given the careful study it obvi- 
ously deserves. 











AMERICAN BANK NOTE COMPANY 





Prospects Brightened by 


the Rise in New Financing 


Old-Established Company May Wipe Out 
First Half Deficit in the Coming Months 


BY PHILIP DOBBS 


New financing has begun to pick up. This is contrary 
to the usual development in the early stages of recovery, 
but to the American Bank Note Co. at least it is gratify- 
ing. Though the company’s business be poor: though 
it may not be receiving even its customary share of the 
business available: so long as it sees signs of improve- 
ment in financing the world appears to be a better place. 
This is because it knows that sooner or later financing is 
going to bring customers demanding the very best in 
security certificates—the finest engraving, the most care- 
ful printing. 

That there actually is an exceedingly close connection 
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between new financing and American Bank Note’s well- 
being is brought out in the accompanying graph. The 
best year the company ever had was in 1929 when net 
income. totalled almost $3,400,000. This coincided with 
a peak in corporate financing of some ten billions of 
dollars. As corporate financing sank towards the five- 
hundred-million-dollar-mark, so sank the earnings of the 
American Bank Note Co. until, for the years 1932, 1933 
and 1934, a deficit was reported. Subsequently, as new 
financing picked up, so did this company’s earnings; at 
first somewhat faster than the improvement in new 
financing, later with some failure to keep pace with the 
financing volume. However, the close connection be- 
tween American Bank Note’s earnings on the one hand 
and the volume of new corporate financing on the other 
is clearly established. 

Despite such close connection, however, it must not 
be thought that the sole activity of American Bank 
Note is the engraving and printing of security certifi- 
cates. It engraves and prints currency notes for many 
foreign countries; also postage stamps and _ revenue 
stamps. It engraves and prints high-grade bills of ex- 
change, checks and other like forms. From the nature 
of the company’s business it is clear that goodwill consti- 
tutes one of its most important assets. A foreign govern- 
ment, for example, which intends to pledge the country’s 
resources behind a note issue has to have the greatest 
confidence in its engraver and printer. It wants every 
assurance that its order will not be exceeded, that the 
plates from which the order was filled will not fall into 
the hands of those who would misuse them and, finally, 
that counterfeiters will have the greatest difficulty in 
imitating the finished product. American Bank Note 
and its predecessors have been building up confidence 
since the eighteen fifties. 

The company owns considerable property, all of which 
is unencumbered by mortgages of any kind. On land in 
The Bronx, New York, there is the largest and most mod- 
ern plant of its kind in the world. There are other plants 
in Chicago and Philadelphia. The company owns its 
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own office building on Broad Street in New York City. 

There are two operating subsidiaries. Bradbury, Wil- 
kinson & Co., Ltd., is engaged in the engraving business 
in England. The American company owns a 100 per 
cent of the English company’s ordinary stock and 52 per 
cent of the cumulative, participating preferred. Then 
there is the Canadian Bank Note Co. which is 100 per 
cent controlled by the American Bank Note Co. The 
former has contracts with the Dominion Government 
and with the Dominion’s banks to supply a line of prod- 
ucts such as the parent company makes in the United 
States. 


Simple Capitalization 


The capitalization of the American Bank Note Co. is 
a simple one. There are 652,773 shares of $10 par value 
common stock outstanding and of these the company 
has reacquired 2.832 shares for resale to employees. 
Ahead of the common there are $9,913 shares of 6 per 
cent cumulative preferred which is of $50 par value. 
There is no funded debt and no lien can be placed on any 
of the company’s property, or on the property of its sub- 
sidiaries, without the consent of at least 80 per cent of 
both classes of stock. 

Financial position is strong. As of June 30, last, cur- 
rent assets totalled more than $7,800,000 and of this some 
$6,200,000 was in the form of cash or United States and 
Canadian Government bonds. Although nothing has 
been earned so far in 1938, this strong financial position 
is some assurance that common dividends will be main- 
tained on at least a modest scale, or that if dividends 
are passed, they will be resumed quickly on a turn for 
the better in the company’s affairs. The last quarterly 
payment of 10 cents a share was made on the first of 
the present month. A similar distribution was made in 
July. 

For the June quarter, this year, the American Bank 
Note Co. reported a net loss of $57,749, after deprecia- 
tion, taxes, the preferred dividends of foreign subsidiaries 
and other deductions. This compared with a net loss of 
$28,573 for the first three months of 1938 
and brought the half year’s loss to $86,- 
322. In the first half of 1937 the com- 
pany made a net profit of $474,452 which 
was equivalent to 52 cents a share on the 
common stock after allowing for divi- 
dends on the preferred. For the full year 
1937 the equivalent of $1.07 a share of 
common was reported. 

Statistically, it is difficult, if not im- 
possible, to place a value on the common 
stock of any company which is losing 
money. Whether American Bank Note 
is worth its present price of $19 a share 
depends entirely upon what the future 
holds. The company’s foreign business 
generally has held up better than that in 
this country; but probably no great 
gains can be expected from foreign 
sources and it might be wiser to err on 
the conservative side and anticipate 
some further decline in the demand from 
abroad in view of the near-war and cur- 
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rency crises which are now aggravating the recessionary 
tendencies by business in many countries. 

Hence, the future of the American Bank Note Co. 
depends in large measure upon the trend of business 
and the security markets in this country. Business 
improvement undoubtedly will find reflection in the 
markets and in the volume of new financing. Let us 
see how matters have been going so far this year. For 
the first eight months of 1938 the Commercial and 
Financial Chronicle reports total corporate financing of 
$1,200,000,000. This is hardly more than half the $2,040,- 
000,000 shown for the first eight months of 1937 and 
makes a still worse comparison with the $3,100,000,000 
reported for the first eight months of 1936. On the other 
hand, new corporate financing in August amounted to 
$180,000,000, or almost equal to the $188 000,000 ° of 
August, 1937. On past performance this appears to be 
getting close to the paypoint. It is not to say that the 
business of the American Bank Note Co. improved 
sharply during August and September; the orders it 
received may have actually been anything; it is only 
that a new financing total of, say, $200,000,000 a month 
is at the rate of $2,400,000,000 a year and that the 
company has shown itself to possess the ability to make 
money when the volume reaches such a total. 


May Have Profitable Second Haif 


Thus, while the American Bank Note Company 
showed a loss for the first six months of 1938, the busi- 
ness may well prove profitable m the second half. This 
puts an entirely different complexion on the matter of 
the stock’s price. Where one might legitimately hesi- 
tate to buy the stock of a company which was definitely 
losing money, things are different when there are clear 
signs that the company is swinging from “red” to “black” 
figures in the Profit and Loss account. Those who wish 
to speculate on a continuance of the economic improve- 
ment which is now making itself felt could do far worse 
than place their capital in an enterprise as intrinsically 
sound as the American Bank Note Co. 
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y/ Continuing a Series of Technical Studies 


As the Trader Sees Todays Market 


Business-Market Ratio Shows Stock 
Prices Lagging Behind Industrial Pickup 


BY FREDERICK K. DODGE 


No one interested in the stock market—from either a 
long-pull or a trading angle—-can have failed to wonder 
frequently just where stock prices stand in relation to 
business. Has the market gone ahead too fast? Is it 
temporarily overconfident? Or has the probability of a 
reaction been lessened by business gains which have not 
ye* been discounted? 

Right at the moment, for instance, business is going 
ahead and the market is reactionary. Out of all the 
innumerable causes contributing to this state of affairs, 
two stand out as the controlling factors. One is the 
present condition of industry and the other is the gen- 
eral opinion of industrial trends in the future. In other 
words, current business activity plus confidence or hope 
for business prospects make the sum which is the stock 
market. When confidence gets too high, storm warnings 
should be carried in one’s mind until some correction 
occurs. When it gets too low, whether because of gen- 
eral discouragement or war scares or for any other rea- 
son, the perfect buying moment may be near at hand. 

After all, it means little or nothing to say that busi- 
ness is up a half a point this week to 79.6 per cent of the 
1923-25 level. Stock prices may have more than dis- 
counted the improvement. What we need is a relation- 
ship between business and the market which will mea- 
sure the optimism or pessimism affecting prices. 


Linking the Market to Earning Power 


The accompanying chart shows THe Macazine oF 
Watt Srreet Index of 330 Common Stocks from the 
low point in March, 1933, up to a recent date. The 
lower line represents a ratio formed in this way: market 
gains from the 1933 low are calculated on a percentage 
basis for each month of the period; then gains in THE 
MaGaztneE oF WALL Srreet’s Business Activity Index 
are figured in the same way from the same low point; 
between the two sets of percentages monthly ratios are 
computed. If the rise in business activity in a certain 
month amounts to 10 per cent and the stock index goes 
up 20 per cent, then the ratio between the two gains is 
2to 1. If the market rises 30 per cent, the ratio is 3 to 
1; if it rises only 5 per cent, the ratio is 44 to 1. The 
chart makes it clear that the normal or average ratio 
between the two sets of figures is 3 to 1. 
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It is well understood that changes in the industrial 
pace are magnified in their effect upon both company 
earnings and stock prices. The leverage varies between 
industries as well as between companies, and is the more 
effective because prices of all kinds of materials and 
products respond to the trend of business activity. The 
mean ratio of 3 to 1 between the gains from the 1933 
nadir is therefore not a surprising one. But let us see 
what happens when the ratio moves widely in either 
direction. 

The market gathered courage very rapidly in 1933 
when the turn in business became visible. In September 
it definitely entered the danger zone with gains not sup- 
ported by industrial improvement. Passing the ratio of 
4 to 1, caution was indicated. In the first two months 
of 1934, and again in the last two, there were signs that 
the market was placing a great deal of emphasis upon a 
prospective pickup in business. In April, May and June 
of the following year, however, the “all-clear” signal was 
given when the ratio fell below 2 to 1. 

Once in 1936 and once in 1937 caution was indicated 
by a rise in the ratio past the 4 to 1 level, when the 
market ran ahead of business, and both times the hint 
that business and the market were out of line was well- 
timed. Then in November of last year the relationship 
declined sufficiently to give a somewhat premature re- 
assurance. This was repeated in April and May, inti- 
mating that the complete discouragement prevailing at 
that time was possibly overdone. Since the following 
rally, business has picked up persistently enough to afford 
a substantial base for the rising market; in fact, the 
recent relapse in prices has made the market look low, 
purely in relation to current business. 


Weekly Ratio Shows Current Strength 


This fact becomes much more apparent when the same 
calculations are made on a weekly basis. As far as busi- 
ness is concerned, current prices are eminently reason- 
able. The weekly chart shows that while the first effect 
of the rally beginning late in June was to raise the ratio 
slightly above the normal level, subsequent gains in 
business activity have more than kept pace with the 
market. From this standpoint, surprisingly enough, the 
market is as fully deflated now in relation to business 
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as it was at the end of March or the end of May. It may 
be that the present low ebb of confidence, the fears of a 
major war, will be justified; but at least we can see that 
the retarding influence in the market consists of such 
psychological factors as these, and should they be re- 
moved we can anticipate the result more clearly. 

On the other hand, there is no reason why an extreme 
degree of either optimism or pessimism should not oc- 
casionally prove to have been justified. If business in- 
dices fall because of strikes or other temporary impedi- 
ments which the market refuses to take seriously, then 
stationary prices will give a boost to the business-market 
ratio. The danger signal thus given may well be without 
lasting significance. Or if the market falls persistently 
in the face of expanding business, there may be a good 
and sufficient reason to expect that some upsetting in- 
fluence will soon become effective. Like all predeter- 
mined methods of measuring market action, the relation- 
ship discussed here must be supplemented by independ- 
ent judgment in practical use. 

It is rather impressive, though, to look at the record 
compiled over the past five and a half years. Had the 
ratio indications been followed blindly (which is by no 
means a recommended course), the initial buying would 
have taken place when the stock index was at 24. As- 
suming the purchase of five hundred shares of “the 
averages” at 24 and the sale of one hundred shares each 
month the ratio stood above 4 to 1 and the purchase of 
a like amount each month the ratio stood below 2 to 1, 
the total figures would have been: purchased—1,100 
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shares at a cost of $42,600; sold—800 shares for proceeds 
of $59,200, in both cases before taxes and commissions. 
The original investment of $12,000 would have returned 
cash profits of $32,600, over and above the unrealized 
profit on the 300 shares still owned. No short positions 
would have been taken, and purely by coincidence no 
stock would have been owned between February and 
November, 1937, the only period of sharp and prolonged 
decline falling within the years examined. 

While the relationship between business and the mar- 
ket is no more than background for the trader, a calcula- 
tion of this sort can be useful in deflating news items. 
When the papers are reporting large jumps in activity, 
new highs in various trade indices, when company exec- 
utives are congratulating themselves and the business 
world on wide prosperity, the time comes to remember 
that no matter how bright the outlook stocks are seldom 
a buy if their prices have risen out of line with their 
earning power. When the same papers and the same 
business leaders see no hope ahead, it helps to know that 
though they may be right stock prices have more than 
discounted the obviously dismal conditions. 

It all boils down to the fact that the best stock on the 
Board has price limits within which it is a bargain, and 
though these limits may vary with the state of industry 
and the outlook, once they are passed the bargain ceases 
to exist. Apply this generalization to “the averages” 
rather than a specific issue, and the business-market 
ratio can supply the detached viewpoint, the perspective, 
which means successful trading. 








Favored Stocks in Peace or War 


—For Investment 
—For Speculation 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Wi: scares have dominated investment considerations 
in recent weeks. Sufficiently so, in fact, that it has be- 
come a major factor in current investment undertakings. 
It is, of course, practically impossible to accurately en- 
visage just what effects the full impact of war abroad 
would have on our national industrial economy. In the 
present setting there are so many new elements, including 
neutrality legislation, which would have a vital bearing 
on the status of various industries and individual com- 
panies under war conditions, that precedent may not 
prove a reliable guidepost. The probabilities are that all 
industry in the United States would be accelerated—some 
more than others. Logically falling 





. representative consumer companies. 
general business recovery, the company is assured of 


of the tide of general business, have nevertheless dis- 
played a greater element of stability than that shown by 


extensive participation, while in a period of business re- 
cession, the company’s profits have displayed relatively 
strong resistance to the downward trend. 

Last year, the company’s net profit of $42,782,128 was 
equal to $4.75 a share on 9,000,743 shares of capital stock. 
This compares with $36,852,208 or $4.09 a share in 1936. 
Significantly, products which provided 100 per cent of 
income in 1919 provided only 42 per cent of net last year, 

while 58 per cent of net came from 





into the latter group would be in- 
cluded such industries as non-ferrous 
metals, chemicals, aviation, steel 
electrical equipment and machine 
tool. Fortunately, in the present 
circumstances, these same industries 
promise to be the chief beneficiaries 
of the rising trend of general busi- 
ness now under way in the United 
States, and which is likely to record 
further important gains in coming 
months. Thus, a choice of the shares 
of favorably situated companies in 
these industries not only enables the 
investor to emphasize the more 
peaceful factors in our business 
prospect, but to acquire a specula- 


duPont 


Stocks Favored by 
War or Peace 
Anaconda Copper 
Bethlehem Steel 
Climax Molybdenum 


General Electric 
International Nickel 
Niles-Bement-Pond 
Sperry Corp. 
Union Carbide 
United Aircraft 


new products developed since that 
time by research. 

Reflecting the substantially lower 
level of general industrial activity in 
the fir.t six months of this year, the 
company’s profits were substantially 
lower. Net of $7,931,058 was equal 
to 88 cents per share, comparing with 
$20,452,852 or $2.27 per share in the 
first half of 1937. The latest quar- 
terly dividend was at the rate of 40 
cents per share. 

While not necessarily to be re- 
garded as a “war baby,” Union Car- 
bide would undoubtedly share sub- 
stantially, both directly and indi- 
rectly, in any impetus imparted to 
general business by war _ orders. 





tive stake in the possibility of war. 
A selected group of such companies 
accompanies this discussion, of which several have been 
arbitrarily chosen for more detailed analysis. 


Union Carbide & Carbon Corp. 


One of the foremost companies identified with the 
dynamic chemical industry, products of Union Carbide & 
Carbon Corp., typifying its industry, include a wide 
variety of items suitable for numerous industrial applica- 
tions. In addition to acetylene, nitrogen, oxygen and 
other gases, the company manufactures alloying mate- 
rials, carbon products of all kinds, and synthetic chemi- 
cal products. Favored by broad basic consumer demand, 
the company’s earnings, while subject to the rise and fall 


750 


Lacking the latter, the shares may 
be recommended as a dependable medium for investment 
participation in the rising trend of domestic business 
improvement likely to be witnessed over the coming 
months. 


Climax Molybdenum 


Climax Molybdenum is credited with the ownership 
of approximately 80 per cent of the world’s known supply 
of molybdenum and is further estimated to supply about 
75 per cent of the world demand. Largely through the 
company’s research efforts, molybdenum has become 
one of the most important metal alloying agents. Possi- 
bilities for further development of the metal are practic- 
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ally limitless. That molybdenum is held 
in particularly high regard by foreign 
steel producers is indicated by the fact 
that about two-thirds of Climax’s an- 
nual output is shipped abroad. In recent 
years, rearmament activities have im- 
parted an additional impetus to foreign 
demand. 

The company has “cashed in” substan- 
tially on its pioneering efforts and earn- 
ings have gained appreciably in recent 
years. Earnings last year were the 
largest in the company’s history, with 
net available for the 2,520,000 shares of 
capital stock which comprises the com- 
pany’s entire capitalization, being equal 
to $2.85 per share. Per-share earnings 
in 1936 amounted to $2.06. Particu- 
larly significant was the fact that out of 
net sales of some $17,000,000 last year, 
over 40 per cent was carried through to 
net profits. In the first quarter of the 
current year, earnings were distinguished 
by the fact that they exceeded those for 
the corresponding period of 1937, and 
while earnings in the second quarter, reflecting the de- 
pressed level of domestic steel operations, were lower 
than a year ago, the company, nevertheless, was able to 
show the equivalent of $1.22 per share for the first six 
months. Dividends this year have been paid at the rate 
of 30 cents quarterly. 

Regardless of near term events, there is scant likelihood 
that there will be any appreciable slackening in rearma- 
ment activities, a prospect which, coupled with the 
promise of increased automobile, machinery and steel 
production, suggests an early and marked resumption of 
the upward trend in the earnings of Climax Molybdenum. 
All of which lends considerable longer term investment 
and speculative attraction to the shares at prevailing 
levels around 42. 


Sperry Corp. 


Sperry Corp. engages in a very highly specialized busi- 
ness. Manufacturing various types of equipment for the 
navigation of ships and the control of naval gunnery, the 
company has been a prominent beneficiary of the Govern- 
ment’s program for enlarging the Navy and the merchant 
fleet. In addition, and more directly in the limelight at 
the moment, there are many applications of the com- 
pany’s products in both military and commercial avia- 
tion, as well as in naval and field artillery equipment. 
Notwithstanding the fact that during the past five years 
the company’s production facilities have been greatly 
expanded, operations have been maintained at practical 
capacity without materially reducing the volume of 
unfilled orders. 

Profits last year were the largest in the company’s 
history, with net of $2,766,065, recording an increase of 
nearly 83 per cent over net of $1,512,046 in 1936. Includ- 
ing a non-recurring item of $183,794, net last year of 
$2,949,859 was equivalent to $1.46 per share. Including 
a non-recurring item of $1,058,522 in 1936, net in that 
year was equal to $1.82 a share. In the first half of the 
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A fast navy scout bomber in flight. 


current year, the company achieved the exceptional 
feat of again showing record-breaking profits. Net in the 
current period of $2,107,780 was equal to $1.05 per share 
on the outstanding stock, an increase of 77.6 per cent 
over net of $1,370,467, or 68 cents per share in the corre- 
sponding months a year ago. Profits in the first half of 
this year were 33.5 per cent larger than the previous peak 
for any half-year period, which was established in the last 
six months of 1937. Recently, the company was reported 
to have received an order involving approximately 
$1,800,000 for range finders for Army anti-aircraft guns. 
Profits for the full current year are virtually certain to 
be substantially higher than in any other period in. the 
company’s history and dividends promise to be in excess 
of the $1.20 paid in 1937. 

Despite the fact that the shares around 26 are selling 
near their current high, this market valuation appears to 
be conservative in relation to the company’s current and 
longer range prospects. 


Niles-Bement-Pond 


The products of Niles-Bement-Pond and _ subsidiaries 
include an extensive line of small machine tools such as 
taps, dies, reamers and cutters, precision machinery and 
gauges. The company also produces specialized machine 
equipment used by the automobile, railroad and electri- 
‘al equipment industries. Business volume is about 
equally divided between light and heavy equipment. 
While domestic demand, under normal conditions, con- 
tributes the major outlet, rearmament activities abroad 
have given a strong stimulus to export orders. The 
company is an established enterprise and progress in re- 
cent years has been particularly noteworthy. Earnings 
last year were the largest ever shown and total shipments 
were 32 per cent higher than for 1936, reflecting princi- 
pally the substantial upturn in foreign demand. 

Capitalization is modest, consisting solely of 173,025 
shares of stock. Last year net income was equivalent to 
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$7.46 per share, comparing with $4.04 in 1936. The com- 
pany does not issue quarterly reports, but reliable esti- 
mates indicate that earnings in the first half of the cur- 
rent year were in the neighborhood of $3 per share. 
Reflecting the decline in machine tool orders as a whole, 
coupled with decreased shipments, it is probable that 
Niles-Bement-Pound entered the second half of the year 
with a smaller volume of unfilled orders. Recently, how- 
ever, the downward trend-in the volume of new business 
in the machine tool industry has reversed and the up- 
ward trend has been particularly marked in the last two 
months. 

Even granting the possibility that current earnings 
will fall below the 1937 level, per-share results neverthe- 
less should provide an adequate margin for the present 
50-cent quarterly dividend as well as being fairly substan- 
tial in relation to prevailing prices for the shares around 
35. Listed on the New York Curb Exchange, Niles- 
Bement-Pound shares sold as high as 62 in 1937 and 
favored by a more promising outlook might conceivably 
duplicate last year’s market performance. 


International Nickel 


The shares of International Nickel Co. embody several 
outstanding features which impart considerable merit to 
the issue as an investment medium. Being a Canadian 
corporation, International Nickel is not bound by the 
terms of our Neutrality Act. Nickel and copper, the 
company’s principal products, are among the more im- 
portant sinews of war. Leaving aside the possibility of 
war, the company has adequately proven itself to be a 
very successful peace-time organization, an achievement 





Courtesy duPont Company 
Welding flanges to tank supports at duPont's new dye building, 
Deepwater Point, N. J. 
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which has been attained substantially through its own 
research efforts. Uses of nickel are constantly expanding 
and International Nickel Co. owns the largest known 
supply of this indispensable metal. 

With a net profit last year in excess of $50,000,000, 
earnings were the largest in the company’s history. Net 
available for the 14,584,025 shares of common stock was 
equivalent to $3.31 a share, comparing with $2.39 a 
share in 1936. Despite the fact that current earnings 
have been adversely affected by decreased industrial 
consumption of copper and nickel, plus substantially 
lower prices for copper, the company has been able to 
make a very creditable showing. For the six months 
ended June 30th, last, net profit of $16,732,251 was 
equal, after preferred dividends, to $1.08 per share for the 
common stock, comparing with $1.71 per share in the 
same months a year ago. Current assets at the end of 
last year, including nearly $42,000,000 cash and Govern- 
ment securities, were in excess of $80,000,000, while cur- 
rent liabilities were less than $14,000,000. 

Thus far in the current year, the company has main- 
tained dividends at the rate of 50 cents per share quar- 
terly. While the shares regularly command a fairly siz- 
able market premium, this is not unjustified in the face 
of the company’s excellent record and the dynamic as- 
pects of its longer term outlook. In many respects, the 
issue would appear to be an ideal “war or peace“ me- 
dium. 


United Aircraft Corp. 


Unquestionably one of the top-flight aircraft units, 
United Aircraft Corp., making Pratt-Whitney “Wasp” 
and “Hornet” motors, Chance-Vought military aircraft, 
Sikorsky flying boats and Hamilton propellers, covers an 
extensive field and stands to benefit from activity in air- 
plane construction almost without regard to which com- 
pany does the actual building. Responding to the accel- 
erating tempo of aircraft construction, the company’s 
sales and earnings have recorded substantial gains in 
recent years. Sales practically doubled between 1935 
and 1936 and last year the total of $28,671,942 was some 
$6,600,000 greater than in 1936. Net profit in 1937 of 
$3,856,272 was equivalent to $1.52 per share on the 2,531,- 
296 shares which comprise the entire capitalization. Net 
in 1936 was equal to 77 cents per share. Entering the 
current year with unfilled orders of nearly $24,000,000, 
profits in both the first and second quarters recorded 
significant gains and for the first six months net was 
equal to 95 cents per share, comparing with 67 cents per 
share in the first six months of 1937. Despite large de- 
liveries, unfilled orders at the end of last June were 
slightly higher than at the beginning of the year. Finan- 
cial position is excellent and working capital appears 
adequate for all current requirements. 

With the strong possibility that sales this year may 
reach a total of $40,000,000, the company may well show 
earnings around $2 a share. On this basis, and with 
slight likelihood that activity in the aircraft industry 
will diminish for some months to come, the shares appear 
statistically cheap at recent levels around 27. As a 
speculative stake in the aircraft industry, the shares of 
United Aircraft are favored by the company’s estab- 
lished position and impressive past record. 
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The Personal Service Department of Toe MaGazine or WALL Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Worthington Pump & Machinery 
Corp. 


Although I hold 100 shares of Worthington 
Pump common at 411%, I feel that it can 
quickly recover to my purchase level with 
continued business improvement. How do 
you rate this stock in view of the capital re- 
arrangement plan and considering the finan- 
cial status of the company?—W. R., Wash- 
ington, D. C. 


Worthington Pump & Machinery 
Corp. for the first half of 1938 re- 
corded earnings of 2 cents a share on 
each of their 264,391 shares of com- 
mon stock outstanding. This was 
after dividend requirements on the 
two classes of 414% preferred, and 
compared with earnings of $2.17 per 
share sustained during the initial 
half of 1937. This earnings report 
is characteristic of the unstable earn- 
ings trend of the company. Over a 
period of years, the record has been 
marked by wide fluctuations in prof- 
its. The net profit shown in 1936 
was the first recorded in five years. 
Earnings during 1937 went on to 
record larger gains and $3.67 per 
common share was recorded for the 
full year. However, the rate of new 
orders being obtained is substantially 
below that of the two previous years 
and full 1938 earnings will, in all 
probability, be only nominal. The 
latest report of the company’s back- 
log is as of March 31, 1938, when 
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unfilled orders were carried at $5,- 
‘000,000. These orders were un- 
doubtedly the reason that second 
quarter profits were so satisfactory, 
because the new orders currently 
being received will probably restrict 
any gains in earnings during the 
third quarter. Naturally, some busi- 
ness will develop from the Navy 
building program, but as these orders 
are subject to delays on deliveries, 
postponement until next year is 
likely. Worthington manufactures 
a. diversity of heavy durable goods 
and is hence particularly vulnerable 
to any industrial recession.  Al- 
though 1937 was a highly profitable 
year decreases in purchasing power 
which began to be felt during 
the latter part of last year had an 
adverse effect upon operations. 
Nevertheless, the betterment cur- 
rently taking place in business should 
ultimately lead to better profits for 
Worthington. Moreover, large bank 
loans outstanding and the necessity 
for conservation of the capital indi- 
cates that common dividends are, to 
say the least, remote. On the other 


hand, the present prices of the shares 
seem to amply discount the adverse 
factors and as a long term specula- 
tion, the shares of the subject coni- 
pany may be retained. 





Alleghany-Ludium Steel Corp. 


Will the Alleghany-Ludlum merger result 
in gradually expanding earnings by placing 
the company in a good position to meet fully 
any growing demand for alloy steel business? 
Am I doing right to retain my converted Lud- 
lum shares, purchased at 40% last year? 
Would you advise averaging?—E. T., Toledo, 
Ohio. 


The recently approved merger of 
Alleghany Steel Co. and Ludlum 
Steel Co. is a step which should give 
the new company, Alleghany-Lud- 
lum Steel Corp., an important 
competitive position in the steel in- 
dustry. Previously, Alleghany pro- 
duced sheet plate and tubular prod- 
ucts and Ludlum was engaged in pro- 
ducing alloy products of wire, forg- 
ings and castings, hot rolled and cold 
finished bar products. The new com- 
pany will now be able to manufac- 
ture products which will cover prac- 
tically the entire range of alloy stee! 
applications. While we do not look 
for major economies immediately, 
the longer term outlook has been en- 
hanced considerably and as soon as 
operations of the new company be- 
come effective, important operating 
saving should be apparent. The 
merger was effected by giving the 
stockholders of both companies the 
privilege to exchange their old stock 
for the shares of the combined organ- 
ization on a share for share basis. 
The authorized capital of the new 
corporation is 33.426 shares of $100 
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par 7% preferred stock and 1,350,- 
000 shares of common stock, with a 
stated value of $6.25 a share. Of the 
latter there will be outstanding 1,- 
250,396 shares representing the out- 
standing common stock of both com- 
panies at the time of the merger. 
Taking all angles of the combination 
into consideration, we are inclined 
to believe that the present shares 
present good possibilities for ulti- 
mate price appreciation and conse- 
quently recommend full retention of 
your holdings, although averaging is 
not considered advisable if percent- 
agewise your representation is satis- 
factory in respect to the remainder 
of your portfolio. 


Lehn & Fink Products Corp. 


I own 140 shares of Lehn & Fink which 
average me about 20. Are operating costs 
running ahead of sales gains as I have been 
informed? Is it a good stock to hold for ap- 
preciation at this time?—A. F., Los Angeles, 
California. 

Companies situated in the drug 
industry such as is Lehn & Fink have 
always been subject to extremely 
keen competition. The company’s 
main product, “Lysol,” is meeting 
more and more competition from 
other antiseptics and as a result, the 
company has attempted to glean 
more profits from their proprietary 
products. This has met with little 
success, however, and earnings are 
currently on the decline. For the 
six months ended June 30, 1938, 
profits of 38 cents a share were re- 
corded against 59 cents a share sus- 
tained in the initial half of 1937. 
Nevertheless, the latter part of the 
year is always the best for the com- 
pany, as it is during that time that 
they meet their seasonal demand. 
Thus, earnings for the remainder of 
the year should show a slight im- 
provement over those recorded in 
the earlier half. The absence of 
large volume sales, however, will un- 
doubtedly lead to profits for the year 
lower than the $1.33 per share sus- 
tained during the year of 1937. 
Looking at the company’s earnings 
record over a long period of years 
and also at their dividend history, 
we find that dividend disbursements 
are geared closely to profits. It is 
anticipated, therefore, that divi- 
dends for 1938 will be lower than the 
$1.25 paid in 1937. On the other 
hand, the company is simply capital- 
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ized, having no funded debt and only 
400,000 shares of $5 par common 
stock outstanding. Moreover, strong 
finances (net working capital of 
$1,521,643 being reported at the year 
end), indicate that a commitment 
in the company is relatively secure. 
While we do not look for any imme- 
diate change in the earnings trend, 
nor the market price, the shares 
should be given consideration as a 
suitable holding for an upward move- 
ment in the general market. 





Miami Copper Company 


Would you continue to hold Miami Copper 
as a speculation? I own 100 shares of this 
higher-cost producer—purchased early in 1937 
at 21. What is the outlook for this company 
in view of the prevailing price of copper? 
Your past advices have proved advantageous. 
—H. K., Memphis, Tenn. 


Operating costs of Miami Copper 
approximate 9 cents per pound, even 
when the best grade ore is being 
worked. As the present price of cop- 
per is around 10%% cents per pound, 
the margin of profit at current op- 
erations is slight. It is anticipated 
that gradual increases in copper 
prices are possible due to the ex- 
pected higher demand for copper 
from the construction, utility and 
automobile trades. As the price is 
increased, the margin of profit for 
Miami will grow. It is anticipated, 
therefore, that profits for the latter 
half of 1938 will be above those for 
the first half year, but that full year 
operations will result in only nominal 
profits and quite probably a small 
deficit. For the year ended Decem- 
ber 31, 1937, profits of 98 cents a 
share (before depletion) were re- 
corded. Naturally, the profits of the 
concern depend upon the stability 
of copper prices. As long as there 
is a wide fluctuation in these prices 
such as has been characteristic dur- 
ing the latter part of 1937 and so far 
in 1938, large earnings growth will 
be restricted. In view of this uncer- 
tainty, early resumption of dividends 
is not deemed likely, although the 
company does maintain a strong 
financial condition, total current as- 
sets being compared to total current 
liabilities in the ratio of 3 to 1. More- 
over, the capital set-up of the con- 
cern is simple, there being only 
747,116 shares of $5 par capital 
stock outstanding. The capital 
shares of Miami are among the less 


attractive equities in the group and 
commitments should be restricted to 
small amounts. 


Westvaco Chlorine Products 
Corp. 


What is your opinion of Westvaco Chlorine 
common for which I paid 25% Would you 
say that this chemical stock has well-defined 
possibilities for growth? Are current sales 
higher in view of the recent spurt in the 
rayon industry?—K. P., Cincinnati, Ohio. 


First half year sales of Westvaco 
Chlorine did not suffer as drastically 
as did those of other companies sit- 
uated in this industry. This was due 
largely to the sales agreement with 
Union Carbide, whereby Westvaco 
sells a large amount of chlorine to 
that company. As Union Carbide 
was desirous of improving its inven- 
tory position, sales were well sus- 
tained and a profit of 62 cents for 
the first six months was recorded by 
Westvaco. This compares. with 
profits of 78 cents per share sustained 
during the initial half of 1937. The 
company’s earnings recerd has al- 
ways been characterized by stability 
due to a well maintained demand. 
Westvaco is engaged mainly in the 
production of chlorine and caustic 
soda, carbon, tetrachloride and re- 
lated products for the rayon and 
rubber goods industries and _ petro- 
leum refining are other industrial 
users. The company’s products are 
used in numerous chemical processes 
in treatment of drinking water and 
sewage, and as a bleaching agent. 
Naturally, Westvaco suffered from 
the trade recession which has been 
in progress since the late months of 
1937, but has been able to maintain 
profits at a level sufficiently high to 
justify continued maintenance of the 
$1 dividend rate. Dividend require- 
ments are further bolstered by the 
strong financial position maintained 
by the concern, total current assets 
being compared with total current 
liabilities at the ratio of approxim- 
ately 4 to 1 at the 1937 year-end. 
Currently, the outlook is hopeful, 
due to the expected rise in demand 
from the textile and paper industry, 
as well as resumption of the normal 
flow of business to Carbide as that 
company’s jobbers and retail out- 
lets deplete their stocks. As indus- 
trial activity increases, more definite 
becomes the estimate that full 1938 

(Please turn to page 764) 
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Except for 


stponement here and there of 
plans for new financing and plant expansion, the 
critical situation abroad has not thus far exerted 


an appreciably adverse effect upon Business 
Activity in the United States, which rose last 
week to the best level of the year. The severe 
decline in stock and bond prices has naturally 
made for caution among both borrowers and 
lenders pending clarification of the outlook for 
security prices and interest rates; but there 
seems to be general agreement among compe- 
tent observers that either peace or war in 
Europe will accelerate business recovery here, 
after a comparatively short period of adjust- 
ment to new conditions. 
* * * 

Business men will probably find it more prof- 
itable to keep a close eye upon conditions at 
home than to attempt to guess the unpredict- 
able outcome abeeed, Thus the recent depres- 
sion could have been foreseen, and possib 
ameliorated, if business men generally had rea 
ized that manufacturing inventories, according 
+9 data compiled by the R F C, expanded last 
year to 19%, above their 1929 peak, whereas 
production at its best fell short of 1929 by 


13%. 


New Corporate Capital raised through 
(Please turn to next page) 
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CONCLUSIONS 


INDUSTRY — Business at new 1938 
high. Trend still upward. 


TRADE —Retail sales hurt only tem- 
porarily by floods in East. 


COMMODITIES—Prospects indicate 
lower farm prices. Industrial mater- 
ials firm to higher. 


MONEY AND CREDIT—Failure of 


commercial loans to expand season- 


ally held not unfavorable. 
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Latest Previous Last 
Date Month Month tt PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (6b) 
WR css se July 92.8 90.2 109.6 
U. a Recs ry Foe, Zoe 88 83 117 
TVR COR RE ae ney wry eee eye uly 93.2 92.8 111.1 : 
United Kingdom............... July 108.7 109.8 118.8 aight tom page 759) 
FAS OREA SCORER SARI epee ati July 93.2 116.2 91.2 flotation of securities in August amounted to 
Sora eo so bas.s hats oe cae July 128.0 125.5 117.5 $124,700,000, an increase of 145% over the like 
month of 1937. For eight months, the total has 
WHOLESALE PRICES (h)....... Aug. 78.1 78.8 87.5 been $614,000,000, or 36% below last year. 
COST OF LIVING (d) eg tang cngiomapel raat yf sr 
21% below last year coinciding with a like de- 
PEON oo ano vic Boo kde s okae Aus. 85.9 86.5 89.0 cline of 21% in business activity, was 4.9% 
PME eene oe tee ees. es Aug. 80.1 81.7 87.3 greater than a month earlier. pred placements 
SEE EE ELE ee ee Aus. 86.6 86.6 87.8 by the U. S. Employment Bureau were the largest 
a si eee see oa ga ~~ a 73.5 77.8 for a — year. Employment applica- 
ES SE a are ug. 4 84.1 84.4 tions held in the active file, regarded as a fairly 
ON ODEO APs POT Aus. 96.9 97.4 97.0 reliable measure of unem ment, numbered 
Purchasing value of dollar....... Aus. 116.4 115.6 112.4 8,121,410 at the end of August. Factory pay- 
rolls at mid-August were 8.9% ahead of July; 
NATIONAL INCOME (em)j....|; Aug. $4,976 $5,298 $5,484 but by below last - August employment 
in the durable goods field gained 2% over 
a — INCOMEt i. i July, the first monthly increase since October. 
arm Marketing............... ug. 14 609 766 
Including Gov't Payments... .... Aug. 631 644 771 ae ie 
Total, First 8 Months........... Aug. S606 eS 5,350 
Prices Received by Farmers (ee)..| Sept. 95 92 118 Farra income in August, including benefit 
Prices Paid by Farmers (ee). sae S Sept. 122 122 130 payments, was 18% below last year, against an 
Ratio: Prices Received to Prices eight months’ decrease of 13%. Raw material 
Pe CO soa o's no eee coe Sept. 78 75 91 prices are 19% lower then & year ago, against a 
10% decline in wholesale prices, and a reces- 
FACTORY EMPLOYMENT (f) sion of 9% in retail prices. The eect of living 
anges ny oe se eceeeenes 8 aad jaa Nae is 3.4% under a year ago, and at the — — 
Th a Ia . : . , of the year. Department store sales have 
FACTORY PAYROLLS (f)..... Aus. 16.9 706 102.2 | jeer signage re evened 
(not adjusted) Coast. Our foreign — orn plus = 
RETAIL TRADE ports) in August was 24 J below last year, wit 
Department Store Sales (f)....... Aug. 83 85 92 exports off 18% and imports down 35%. 
Chain Store Sales (g)........ 1 Aug. 106.4 108.1 113.2 | For eight months, the U. S. A. had excess ex- 
Variety Store Sales (g)......... Aug. 109.4 112.2 116.0 | ports ho rd pees ge Boerner onrtngis pe 
Rural Retail Sale j)........... Aug. 114.2 110.2 115.1 imports o 000,000 Tor the Iike period o' 
Retail Prices (s) as of........... Sept. 1 89.0 89.0 96.6 | 1937. apa a 
FOREIGN TRADE 
Merchandise Exportst.......... Aus. $230.6 $227.8 $277.0 . . : 
Cumulative year's totalf........ Aug. 20488 ...... 2,081.8 lle aca yeep ery heaye 4 
Merchandise Importst.......... Aug. 165.5 140.8 245.7 : ¢ Bator : : ; 
p against 18% in July; while n. o. i. declined only 
Cumulative year’s totalf........ Aug. ere. sae 2,194.3 1%, against 26% in July. Passenger revenues 
RAILROAD EARNINGS appear to have been hurt, rather than helped, by 
Total Operating Revenues*..... 1st 8 ms. $2,251,437 —.......... $2,811,571 the recent fare increase on Eastern lines. A 
Total Operating Expenditures*. .|1st 8 ms. 1,783,819  ...... 2,093,346 drive for railroad consolidations in the interest 
BME rae OU tes hws Co TOO. REO ROR ©. vscete 219,583 of economy is expected after the present wage 
Net Rwy. Operating Income*.../1st 8 ms. 154,712 OY 411,208 — > — sige ocepny - oe carriers 
Operating Ratio %............ 1st 8 ms. ares ep 74.45 n n r j . 
Rate of Return %.............. 1st 8 ms. C0 hee: 2.63 
+ oe * 
BUILDING Contract Awards (k) 
SS SRE ST MONS Pisa ie ash Aug. $313.1 $239.8 $285.1 Construction contracts awarded during Au- 
Residential f. ttt eeeeeereeeeers Aug. 99.6 88.0 73.5 gust in 37 States east of the Rockies were 30% 
Public Works and Utilityt...... Aug. 125.1 79.2 94.5 ahead of July and 12% above last year. Resi- 
Non-Residential t AT SSS Aus. 87.3 72.6 117.2 dential awards were 36% larger than for August, 
Publicly Financed t he sear as, Sioa Aug. 171.1 97.8 107.5 1937. Building permits in August were 16% 
Privately Financedt............ Aug. 142.0 142.0 177.6 above last year, with residantil permits up 56%. 
; ; or eight months, total building permits were 
eee ey Aug $73.4 $67.7 $74.4 | 1% pel ag Sei vou a Seon pee 
AO, 5 eae cae sopra Deke :  oT2. ; gained 10%. ministrator Stewart McDonald 
t oe eg? “ag ECR Gee a a Ne os Be ate os expects that the FHA this year will handle a bil- 
Ars tae Ae Re i Rs sae jE ott é lion dollars worth of applications for mortgage 
Engineering Contracts (En)... .. Aug: | $236.3 $223.3 $170.1 insurance, covering more than 300,000 homes. 
CONSTRUCTION COST INDEX 
(En) 1913—100............... Aug. 1. 232.39 233.1 240.65 
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Date eee “Freviots Last PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons*....... Aug. 2,547.0 1,982.0 4,877.8 
Pig Iron Production in tons*....| Aug. 1,494.0 1,201.8 3,605.8 Factory sales of automobiles in the U. S. dur- 
Shipments, U. S. Steel in tons*..| Aug. 558.6 441.6 1,107.9 ing August ae to 90,484 cars and ahs, 
compared with 394,330 last year, a decrease o 
~~ around 75%. Total for eight months was 1,435,- 
cy Sls ooo ig Miia Siniien. sad. | Deegan Soe ates eee 
Aly Months............ 1938 1,334,995 - ...... 3,521,596 cars. Dealers’ stocks in many reign have oir 
Passenger Cars, U. S. (p)........ Aus. 132,000 148,900 308,530 | trek by insbility to wake delivery. Nucersus 
Trucks, U.S. (p)......-.-..+++. Aus. 33,500 33,476 60,260 orders, however, are being booked “sight un- 
PAPER (Newsprint) seen." 
Production, U.S. & Canada* (tons).| Aug. 287.7 265.8 399.0 fed ones 
Shipments, U. S. & Canada* (tons).| Aug. 270.7 275.2 389.2 
Mill stocks, U.S. & Canada* (tons).| Aug. 218.9 201.8 188.2 August withdrawals of whisky, amounting to 
: 4,225,636 gallons, were 9% below last year; 
nar worth ar G ts ant? 3913 664 but 8,427 gallons greater than production, thereby 
Z ° gr Wh Sceteatal -53 aah a ug. ’ ’ (843 causing a slight reduction in warehouse stocks 
Withdrawn, Gals.*.............. Aug. 4,226 4,313 4,658 hich stood at 469,451,416 gallons on Aug. 31 
ee PRR. case hi: Ca AA eR ee 
* * * 
GENERAL 
Machine Tool Orders (f).........| Aug. 120.9 89.6 179.8 August's machine tool orders, though 32% 
Railway Equipment Orders (Ry below last year, were 47% ahead of July. Re- 
ee SR es he ee Aug. 18 3 39 porting of foreign and domestic orders separately 
PET 5 ois ok cscs Aug. 303 None 1,490 has unfortunately been discontinued. August 
Passenger Cats... .........005. Aug. None None 1 cigarette deliveries were the largest for any 
Cigarette Production{............ Aug. 15,892 13,784 15,098 month on record and 18% ahead of the like period 
Bituminous Coal Production* (tons).| Aug. 28,280 23,357 33,988 in 1937, against an eight months’ increase of 
Boot and Shoe Production Prs.*...| Aug. 41,644 30,552 38,661 8.7%. Cigar and manufactured tobacco deliv- 
Portland Cement Shipments*...... Aug. 11,823 10,163 12,291 eries during August were slightly ahead of last 
year, against a small decline for eight months. 
COMMERCIAL FAILURES (c)..| Aug. 974 995 707 
WEEKLY INDICATORS 
Latest Previous Year 
Date Week Week Pec PRESENT POSITION AND OUTLOOK 
ELECTRIC POWER OUTPUT 
I ei Sh it 3 3 Sept.24 2,147 2,215 2,266 The margin of decline below last year in elec 
tric power output has narrowed to 3%. = Third 
TRANSPORTATION quarter earnings of the Utility Industry were prob- 
Carloading, total................. Sept.24 675,553 660,142 836,885 ably only 8% below last year, compared with a 
neces Sept.24 39,985 35,900 35,832 | 12% decline for the first half. Constitutional 
ON RSF eae Sept.24 130,350 121,411 156,179 | right of the TVA to compete with private industry 
Forest Products...............0.. Sept.24 32,099 30,985 39,090 | has been challenged by 16 Utilities. 
Manufacturing & Miscellaneous....| Sept.24 266,161 265,132 334,591 Ray ee 
eS ie eS ean Sept.24 157,171 156,800 173,406 The steel operating rate has risen to around 
48% of capacity. Current price schedules have 
STEEL PRICES been re-affirmed on fourth quarter deliveries, ex- 
Pig lron $ per ton (m)............ Sept. 27 20.44 19.61 23.25 cept for reductions of $2.50 on rails and cuts of 
Scrap $ perton (m).............. Sept.27 14.95 14.25 17.58 | $2 to $5 a ton on track material. For some 
Finished c per Ib. (m)............ Sept. 37 2.286 2.286 2.512 | weeks, fabricated steel orders have been running 
ahead of last year. With placement of larger 
STEEL OPERATIONS orders by the automotive industry, steel opera- 
% of Capacity week ended (m)....| Oct. 1 47.0 47.5 71.0 | tions should expand this autumn by at least 
another 10 points. 
CAPITAL GOODS ACTIVITY i ? 
(m) week ended................ Sept. 24 62.6 58.6 82.9 Having passed the seasonal peak of gasoline 
consumption, motor fuel stocks are still 7% above 
PETROLEUM last year, against Bureau of Mines’ estimate of only 
Average Daily Production bbls.*..| Sept.24 3,951 3,239 3,666 a 1% increase in demand for October. Gaso- 
Crude Runs to Stills Avge. bbls.*..| Sept.24 3,220 3,245 3,450 line prices have sunk to the lowest level of the 
Total Gasoline Stocks bbls.*...... Sept.24 68,605 69,244 65,655 year and Texas decrees continuance of the four- 
Gas and Fuel Oil Stocks bblis.*....| Sept.24 150,468 149,388 115,296 days-a-week schedule of petroleum production 
Crude—Mid-Cont. $ per bbl...... Oct. 1 1.22 1.22 1.27 during the first four weeks of October. Gill In- 
Crude—Pennsylvania $ per bbI....) Oct. 1 1.28 1.28 2.08 dustry’s third quarter earnings probably 40% 
Gasoline—Refinery $ per gal...... Oct. 1 0614 061% .O7T¥g| below last year. 
f—Millions. *—Thousands. (b)—Annalist Index 1928—100. (ba)—Federal Reserve 1923-25—100. (c)—Dun & Bradstreet's. 
(cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. (e)—Dept. of Agric., 1924-29—100. (ee)— 
Dept. of Agric., 1909-14—100. (f}—1923-25—100. (g}—Chain Store Age 1929-31—100. (h)—U.S.B.L.S. 1926—100. (j)—Ad- 
justed—1929-31—100. (k)}—F. W. Dodge Corp. (m)—lron Age. (n}—1926—100. (pl)—Preliminary. (s)—Fairchild Index, Dec., 
1930—100. (En)—Engineering News Record. (Ry)—Railway Age. 
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Trend of Commodities 


In a setting dominated 


the acle of practi 
entire world frightened bythe aeeibilty a near 
a 


the 


in war, prices of most basic commodities during the past 
fortnight gyrated wildly under the influence A idpasdoe 
political events abroad. Extreme fluctuations in foreign 
exchange added further to the confusion in international 


commodity markets. 


As a consequence the com 


posite price 


trend has borne scant relation to supply-demand factors. 


When near the close of the past week it became known 
that war had been averted practically on the eve of the 
zero hour scheduled for the invasion of Czechoslovakia, 
trading in commodities quieted down perceptibly. After a 
brief breathing spell, such factors as business news, supply 
and consumption should resume their proper relationship to 
commodity prices. Lower grain and cotton prices ikely: 
metals, hides and rubber firm to higher. 





COMMODITIES INDEX 1926 = 100) 


WHOLESALE PRICES 


(LONG TERM TREND) 


(WU S. DEPT. OF LABOR'S 


Changes in Major Commodity Price Group for the Fortnight Ended September 24, 1938 


68.9 


(MWS INDEX 1923-25=100) 


RAW MATERIAL 
T 


iJ ‘ A 





95.6 up 0.3 
down 0.4 
no change 


no change 
































Latest Previous Year 
Deis Wh or Mo. Wk. or Mo. Ano PRESENT POSITION AND OUTLOOK 
COTTON Cotton. War fears depressed cotton prices 
Price cents per pound, closing but with the trend of events toward the close of 
SN Sy cc ok bik oc oeec ss vos Oct. 1 8.03 7.82 8.40 the past week, prices rallied sharply. Reports 
RUIN Se eo oak vs Oct. 1 8.08 7.86 8.28 indicate that there has been no appreciable de- 
SESE SS OS Sar Oct. 1 8.25 8.25 8.47 terioration in the crop since the last Government 
(In bales 000's) report. Including carryover, supplies are excessive 
Visible Supply, World........... Sept.30 8,726 8,363 6,421 and appea likely to continue to exert pressure on 
Takings, World, wk. end.......... Sept. 30 324 272 228 prices. Moreover, some 4,000,000 bales of old 
Total Takings, season Aug. 1 to....| Sept.30 2,395 2,071 2,226 crop ineligible for Government loans are being 
Consumption, U.S...............] Aug. 561 450 604 offered, frequently at prices under the market. 
Exports, wk. end................ Sept. 30 111 82 200 Price discrepancies between spot and futures has 
Total Exports, season Aug. 1 to....| Sept. 30 602 490 856 led the New York Cotton Exchange to establish 
Government Crop Est............ Sept. 1 11,825 11,988 18,946(e) | a nominal spot price at 8.25 cents. 
Active Spindles (000's).......... Aug. 22,153 21,916 24,341 Oo) OR eae 
Wheat. Excited markets and wide fluctuations 
WHEAT in prices emphasize the primary position of wheat 
Price cents per bu. Chi. closing as a sinew of war. Lacking the concerted demand 
TESST TOL eae eee Oct. 1 63% 66 10756 | which would result from the outbreak of hostilities 
ee aa OE RE le See aoa Oct. 1 641% SS ES ES in Europe, statistically the evidence is all against 
Exports bu. (000's) since July 1 to.| Sept.24 37,539 34,353 28,112 higher prices in the near future. Exports have 
Exports bu. (000's) wk. end....... Sept.24 3,186 2,816 2,471 lagged and will probably continue to do so de- 
Visible Supply bu. (000's) as of...| Sept.24 124,360 125,933 131,050 spite Government subsidy activities. 
Gov't Crop Est. bu. (000's)....... Sept. 1 937,000 955,989 873,993(e) Oi Pe 
Corn. Although to a lesser degree than 
CORN wheat, com prices have followed the war news. 
Price cents per bu. Chi. closing Indications are that no appreciable change has 
eee ERE RPS See tmp a Oct. 1 4T% 50% 631% | taken place in the current crop prospect since the 
PRINS coe aks sk o> vic be cd Oct. 1 49% ee Government estimate, based on Sept. 1, condi- 
Exports bu. (000's) since July 1 to.| Sept.24 43,499 42,500 301 tions. Consumption has been holding up fairly 
Visible Supply bu. (000's) as of...| Sept.24 9,182 8,756 3,864 well but export prices may shortly meet com- 
Gov't Crop Est. bu. (000's)....... Sept. 1 2,454,500 2,566,222 2,644,995(e)| petitive pressure from Argentine. 
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Latest Previous- Year 
Date Wk. or Mo. Wk. or Mo. Aso PRESENT POSITION AND OUTLOOK 
COPPER Cepper. Export quotations receded as the 
Price cents per Ib. prospects of war diminished, while domestic 
Ep xeG ids ne 54 5 5 aes oo Oct. 1 10.375 10.375 12.500 | prices have remained unchanged at 10% cents. 
SE See Od. 1 10.45 10.250 12.375 | Consumption in the United States last month was 
Refined Prod., Domestic (tons). .... Aug. 38,053 35,596 82,835 probably in the neighborhood of 60,000 tons, 
Refined Del., Domestic (tons)... .. Aug. 48,071 41 249 68,010 which would compare with August consumption 
Refined Stocks, Domestic (tons)....| Aug. 315,191 339,970 126,180 of 52,112 tons. Prospects favor further increases 
Refined Prod., World (tons)....... Aug. 148,908 - 139,483 188,380 in consumption although it is still doubtful whether 
Refined Del,, World (tons)........ Aug. 177,580 167,782 170,180 near term demand will be sufficient to fully absorb 
Refined Stocks, World (tons)... ... Aug. 494,524 523,196 331,310 the prospective increase in production. 
* ao + 
TIN Tin. During the past two weeks considerable 
Price cents per Ib., N. ¥.......... Oct. 1 44.30 43.375 56.25 difficulty was experienced in establishing domestic 
Tin Plate, price $ per box......... Oct. 1 5.35 5.35 5.35 tin prices, owing to the wide fluctuations in Ster- 
World Visible Supplyf........... Sept. 1 32,251 31,097 26,016 ling exchange. Domestic deliveries in September 
US: Dalivetiest. .. 2.565680 Aug. 3,775 3,775 5,780 and October will probably be larger than pre- 
U. S. Visible Supplyt............ Aug. 1 11,161 9,966 11,705 viously estimated. Tin plate prices have been re- 
affirmed for the fourth quarter. 
LEAD Capt oS 
Price cents per Ib., N. ¥..........] Oct. 1 5.10 5.10 6.00 Lead. Stocks declined 14,494 tons in Au- 
U. S. Production (tons) Wine verte cots Aug. 25,547 31,488 46,965 gust. This drop was considerably larger than the 
U. S. Shipments (tons) cone meeenvece Aug. 39,074 40,601 54,551 most optimistic expectations. August production 
Stocks (tons) U. S., as of.......... Aug. 140,737 154,231 103,518 was the smallest since August 1933. During the 
first three weeks of September shipments were in 
ZINC excess of 42,000 tons. 
Price cents per Ib., St. Louis....... Oct. 1 4.95 4.95 6.50 eae 
U. S. Production (tons)........... Aug. 33,676 30,362 48,309 Zine. Demand has been fairly quiet and 
U. S. Shipments (tons)............ Aug. 36,507 33,825 50,643 prices have remained unchanged over the past 
Stocks (tons) U. 3; ok Sane a Aug. 143,377 146,208 11,227 week. Galvanized sheet operations are at 63% 
of capacity, the highest level this year. 
SILK 4 Felog mee tee 
Price $ per Ib. Japan xx crack ceeee Oct. 1 1.80-1.85 1.79-1.84 1.77-1.82 Silk. War threats were responsible for wide 
Mill Dels. U. S. (bales), season to.. Sept. 1 71,097 32,593 64,956 price fluctuations during the past two weeks. Es- 
Mill Deliveries U. S. (bales) becouse’ Aug. 38,504 32,593 33,557 timates indicate that domestic mill takings in 
Visible Stocks N. Y. (bales) as of .. Aug. 31 39,747 42,305 44,183 September were about 1,000 bales under August. 
Visible Stocks, World (bales) as of.| Aug. 31 135,347 138,105 152,083 ede Nees 
Rayon. Mill production has been hampered 
RAYON (Yarn) by severe storms along the Eastern seaboard. A 
Price cents per SARS pees TNT Oct. 1 51.0 51.0 63.0 trucking strike in New York City has also been a 
Deliveries (a) Terre ree ee ee Aug. 895 841 693 factor. Supply-demand factors continue to presage 
All Rayon—Month's Supply...... Aug. 31 2.3 3.1 0.2 another price increase in the near future. 
2 * 
WOOL Wool. Demand for wool fabrics has assumed 
Price cents per Ib. territory fine....]| Oct. 1 68-70 68-70 98-100 more promising aspects. Rising trend of purchasing 
power should stimulate demand for both men’s 
HIDES and women's wearing apparel. 
Price cents per Ib. hvy. native Chi..| Oct. 1 12% 12.0 18.0 * * * 
Visible Stocks (000's) (b) as of.... July 31 13,910 13,967 15,030 Hides. Statistical position continues to im- 
No. of Mos. Supply as of......... July 31 9.0 8.9 8.0 prove. Shoe production is gaining and for the full 
year may be within 8% of 1937. Shoe output in 
RUBBER the final months promises to exceed that for the 
Price cents per __ HIRIRIC OR OH Ore Oct. 1 17.0 16% 17% corresponding months last year. 
Ee SRR aie Aus. 31,099 22,918 48,785 . . 
Consumption, U. S.f eoevesceccces Aug. 38,1 70 32,209 41 ,206 Rubber. War threats resulted in appreciable 
Stocks, U. a ie Mas. bars paleo ee Aus. 31 277,463 284,914 174,195 weakness in rubber prices, but losses were prac- 
Tire Production (000’s)........... Aug. 4,093 3,353 3,983 tically recovered in full when a peaceful settle- 
Tire Shipments (000's)..........+. Aug. 4,046 3,947 4,889 ment of the Czech problem seemed assured. 
Tire Inventory (000's) as of........ Aug. 31 8,330 8,201 10,813 Domestic consumption for the remainder of the 
year may average better than 40,000 tons monthly. 
COFFEE sf haath a ec 
Price cents per Ib. (c) opeccececece On: 4 7%4-8 114-8 114-1 1% Coffee. Beyond a temporary spurt in ship- 
Imports (bags 000's).......-.---- Aug. 1,016 1,185 =. eee ments responding to orders deferred when war 
Imports, SEASON CO... een ccees Aug. 31 2,201 ecccece 1,650 threatened, the prospect is without feature. 
U. S. Visible Supply (bags o00's)..) Sept. 1 1,404 1,265 1,397 ee Soe 
Sugar. Although domestic markets were 
SUGAR fairly calm in the face: of events abroad, world 
Price cents per Ib. prices of sugar experienced an unusually hectic 
Domestic No. 3 November. .... Oct. 1 1.99 2.01 2.27 two weeks. Speculative liquidation resulted in a 
Duty free delivered............ Oct. 1 2.99 3.00 3.33 sharp break when war clouds were dispersed. The 
Refined (Immediate Shipment). . . Oct, 1 4.60 4.60 5.06 next important trade development will be the an- 
U. S. Deliveries (000's)*.......... 1st 7 Mos. 3,530 ........ 3,935 nouncement of quotas by Secretary Wallace 
U. S. Stocks (000's)* as of (f)...... July 31 1,393 ...... 1,344 scheduled for about December 1. 

















(a)—Expressed in % (1923-25—100), 


t—Long tons. *—Short tons. 


(c)}—Santos No. 4.N. Y. (e)—1937 Harvest. 


(f)\—Refiners’ stocks of raw and refined. 
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Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST RATES ; 
Time Money (60-90 days)........ Oct. 1 114% 11%4% 114% ; To some observers the failure of bank loans to 
Prime Commercial Paper.......... Oct. 1 5-1% %-1% 1% industry, commerce and agriculture to show any 
SERIES 5 he tae eee Oct. 1 1% 1% 1% a — at cai ee win doubts 
‘ iscoun Deere gs css ey as to the effectiveness of the fall business upturn. 
= ye tere ‘- '% '% While it is true that commercial loans have re- 
CREDIT (millions of $) corded only moderate gains outside of New York 
Bank Clearings (outside N. Y.)..... Sept.17 $2,677 $1,799 $2,990 City, and in the New York Federal Reserve 
‘Cumulative year's total........... Sept.17 83,999 ....... 98,401 district total commercial loans are within $2,000,- 
Bank Clearings, N. ¥............. Sept.17 3,949 2,613 4,343 000 of the low point in early August, in the pres- 
Cumulative year's total........... Sept. 17 115,474... 138,544 ent setting these figures are at least negatively 
F. R. Member Banks favorable. Between August 17 and September 21, 
Loans and Investments.........- Sept. 21 21,965 20,964 22,046 commercial loans of all Reporting Member 
Commercial, Agr., Ind. Loans. ..| Sept. 21 3,889 3,905 4,116 Banks declined $11,000,000. In the same 
Regkeats Laas, five. v2. ks. Sept. 21 658 723 1,276 period last ydar loans rose $196,000,000. A year 
ous te Cade s..... Sept. 21 8,131 7,794 7,930 ago business activity was fading rapidly; this year 
Invest. in Gov't Gtd. Securities...| Sept. 21 1,672 1,670 1,136 business has been forging steadily ahead. In the 
Other Securities............... Sept. 21 3,208 3,165 2,970 circumstances, it is a reasonable assumption that a 
Demand Deposits.............. Sept. 21 15,288 15,443 14,788 considerable portion of commercial borrowings 
Time Deposits...............-- Sept. 21 5,216 5,238 5,288 a year ago was for heavy inventory commitments. 
New York City Member Banks This was borne out by year-end corporate state- 
Total Loans and Invest.......... Sept. 28 7,839 7,865 7,512 | \ments. Since that time almost every industrial 
Comm'l, Ind. and Agr. Loans....| Sept. 28 1,445 1,447 1,901 branch has been liquidating inventories and as 
Sect Lomt.6 3... sss. Sept. 28 517 595 1,030 supplies were worked off bank loans have been 
Invest. U. S. Gov'ts...........: Sept. 28 2,989 3,005 2,786 paid off. Moreover, the sharp falling off in the 
| Invest. in Gov't Gtd. Securities...) Sept. 28 809 803 388 sales of automobiles and other products usually 
Other Securities............... Sept.28 1,107 1,112 1,011 purchased on instalments has enabled the large 
Demand Deposits.............- Sept.28 6,562 6,394 6,085 installment financing companies to appreciably re- 
Time Deposits................- Sept. 28 639 665 734 duce their bank borrowings. And finally, in re- 
Federal Reserve Banks cent months many corporations have taken advant- 
"Member Bank Reserve Balance...| Sept. 28 8,197 8,014 7,033 age of market conditions to refund bank loans 
Money in Circulation. ......... Sept.28 6,574 6,552 6,520 through the issuance of low interest bearing bonds. 
ESSE SE OE Sept. 28 13,714 43,588 12,734 All of which would seem to imply that had busi- 
Treasury Currency.............| Szpt. 28 2,738 2,735 2,596 ness not expanded this fal! outstanding loans to 
ee, Se ey Sept. 28 2,816 2,833 3,575 industry, commerce and agriculture would have 
‘Excess Reserves: .............- Sept. 28 2,890 2,740 1,062 been substantially under their present level. 
Latest Last Yeor New security registrations with the SEC which 
Month Month Ago became effective in August were the largest for 
NEW FINANCING (millions of $) any month since June 1937. With the easing of 
Re aaa eee Aug. 335.8 180.6 108.0 war tension new flotations are likely to be made 
SN Oras tee nena nee Aug. 194.7 129.0 50.9 on an increasingly larger scale, and may exceed 
NNR, os eas n'kpc cs dawn Aug. 211.1 51.6 57.1 $400,000,000 in the next few weeks. 
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Sept. 28, 1938 Sept. 29, 1937 COMMENT 
BANK OF ENGLAND 
(NS RE IRE Tat) pepe OER £500,921 ,000 £488,470,000 The latest statement of the Bank of England 
Public Deposits. ................ 11,447,000 21,805,000 graphically reveals the seriousness of the European 
Private Deposits...............-- 140,133,000 132,301,000 war scare. Large scale public hoarding resulted in 
Bankers Accounts..............- 99,923,000 95,122,000 a tise of £21,696,000 in circulation, the largest 
Other Accounts................. 40,210,000 37,179,000 increase in so brief a period in the history of the 
Government Securities............ 112,751,000 105,838,000 bank. Reserves dropped {£21,754,000. The 
Other Securities................. 30,134,000 26,959,000 ratio of reserves to deposit liabilities dropped from 
Discount and Advances........... 7,306,000 6,191,000 30.6% to 17.7% in a single week. With the 
j NSLS LE 22,828,000 20,768,000 easing of the tension, however, later statements 
Reserve Notes & Coin............ 26,945,000 39,598,000 will doubtless reveal a return flow of currency. 
Coin and Bullion................ 327,866,000 328,068,000 PAR Soe 
: In the latest week note circulation of the Bank 
BANK OF FRANCE Sept. 23, 1938 Sept. 24, 1937 of France rose to the highest level in history. In 
Gold Holdings................. Fr.55,808,000,000 Fr.55,805,000,000 the most recent week circulation increased 
Credit Balances Abroad. ......... 738,000,000 12,000,000 1,382,000,000 francs, having in the previous 
Bills on France.................. 12,726,000,000 9,344,000,000 week shown an unprecedented increase of 
Wheat Office Bills............... J EE -* eae 5,285,000,000 francs. The bank increased its 
Advance Against Securities....... 3,822,000,000 3,805,000,000 temporary advances to the state by 1,500,000,000 
Note Circulation. ............... 109,567,000,000 88,645,000,000 francs, resulting in a new high record total. With 
Credit Current Accounts.......... 20,191 ,000,000 19,478,000,000 sight liabilities at a new high, and gold reserves 
Temp. Advs. to State............ 44,633,000,000 25,998,000,000 unchanged, the reserve ratio dropped to 43.01%, 
Gold on Hand to Sight Liabilities. . 43.01% 51.61% the lowest since April 13, 1929. 
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POSITION OF FOREIGN BANKS—Continued 














GERMAN REICHSBANK Sept. 23, 1938 Sept. 23, 1937 
Gold and Bullion............... Rm.70,773,000 Rm.70,032,000 
Of Which Deposits Abroad... .. 10,587,000 20,055,000 
Reserve in Foreign Currency....... 5,730,000 5,907,000 
Bills of Exchange & Checks........ 6,547,594,000 4,763,139,000 
SPAN me 847,908,000 397,709,000 
Cie Pate ors. SE 1,050,964,000 762,807,000 
Notes in Circulation............. 6,746,400,000 4,667,882,000 
Other Daily Matured Obligations. . 950,466,000 651,723,000 
ier isbilities: 6.0. ios k 343,855,000 275,671,000 
Proportion of Gold & Foreign Cur- 
rency to Note Circulation....... 1.13% 1.62% 
BANK OF CANADA Sept. 28, 1938 Sept. 29, 1937 
Reserve Gold, Coin & Bullion. .... $183,507,000 $179,473,000 
SUMNER. os coe cece eee ee ee ae 2,573,000 
Reserve in Sterl. & U.S. Dollars... . 30,799,000 26,068,000 
Subsidiary Coin. ..............-- 203,000 104,000 
Dom. & Prov. Gov't Short Term 
NINE ashes tewoe cide a's oc 146,140,000 63,253,000 
Other Dom. & Prov. Securities... .. 48,718,000 96,117,000 
SIG aa allen, imeem Swen a 10,995,000 
PWOEE ALINCUIBUION « «0 00 6c cc tos cos 174,133,000 161,333,000 
Deposits—Dom. Gov't........... 25,279,000 26,308,000 
RUOFAIOE BATIK. «cic cc ectaoaes® 205,592,000 179,986,000 
Res. to Note & Dep. Liabilities.... 52.77% 56.50% 





The annexation of the Sudeten area in Czecho- 
slovakia promises to be of far reaching economic 
importance to Germany. If the boundaries are 
finally set as demanded by Hitler, Germany will 
acquire 75% of Czechoslovakia's textile industry; 
90% of the porcelain and mineral oils industries; 
86% of the glass industry; 80% of the lignite, 
paper and cement industries; 70% of the ore smelt- 
ing and electro-technical goods; 66% coal re- 
sources; 60% of the chemical industry and 55% 
of the lumber mills. 


* * x 


Although business in Canada shared in the in- 
dustrial hesitation throughout the world which 
came promptly in the wake of war fears, recovery 
continues to make significant progress. Freight 
traffic is at the peak for the year and railroad 
earnings continue to run ahead of a year ago. 
Foreign trade has picked up encouragingly, retail 
trade is displaying signs of increasing activity and 
the decline in wholesale prices has recently 
levelled off. 











FOREIGN EXCHANGE IN DOLLAR TERMS 









































Quotations in cents and decimals of Demand —Cables 
a cent except pound sterling which is Sept.30 Year Ago Sept.30 Year Ago COMMENT 
in dollars and cents. 
Country and Par 

Great Britain ($8.2397 a sov.)....... 4.833% 4.95% 4.833% 4.95% 
Belgium (16.9502c a belga)......... 16.89 16.8416 16.89 16.841 Foreign exchange has experienced the most 
Czechoslovakia (3.51¢ a crown)...... t 3.5014 t 3.5014 | hectic fortnight in history. On September 28, it 
Denmark (45.374c a krone)......... 21.58 22.12 21.58 22.12 was reported that sterling was unofficially bid as 
Finland (4.264c a finmark).......... 2.1314 2.20 2.1314 2.20 low as $4.58. By October 1, sterling had recov- 
France (par not definite)............ 2.103% 3.4314 2.10% 3.43% | ered to about $4.83. Frightened by an impending 
Germany (40.33c a mark)**......... 40.13 40.14 40.13 40.14 war, which nothing short of a miracle seemed likely 
Germany (benevolent mark)......... 1965. Eee. Se 6 to avoid, international capital fled from London in 
Germany (travel mark).............- 21.25 25.90 21.25 25.90 huge voiume. The dramatic suddenness with 
Germany (emigrant matk)T.....-.--. MN OO ae AAG eo See which war clouds were dispelled was accompanied 
Germany (kredit mark)}.......-.--- ee OO aves wee ay by an immediate and vigorous rally in foreign 
Greece (2.197c a drachma)......... 0.88% 0.90% 0.89 0.91 exchange quotations. While outstanding, the ac- 
Holland (par not definite).........-| 54.36 55.30 54.36 55.30 tion of sterling alone did not reflect the situation 
Italy (5.2634c a lira)§.............- 5.2614 5.2614 5.2614 5.2614 | but was more or less typical. of all European cur- 
Norway (45.374c a krone).......... 24.29 24.90 24.29 24.90 rencies. Although as the final week in September 
Poland (18.994c a zloty)........... 18.84 18.94 18.84 18.94 drew to a close, foreign exchange markets were 
Rumania (1.012c a leu)......-...--. 0.74 0.75 0.74 0.75 rapidly assuming a more normal aspect, gold was 
Spain (Burgos peseta)f.......------ 10.00 10.00 10.00 10.00 still being shipped to the United States. Most of 
Sweden (45.374c a krona)....-..--. 24.90% 25.55 24.90% 25.55 the demand for sterling and other European cur- 
Switzerland (par not definite)........ 22.78 22.97% 22.78 22.9734 | rencies was for the purpose of settling commercial 
Yugoslavia (2.981¢ a dinar)......... 2.33 2.3314 2.33 2.331% | balances. The probabilities are, however, that 
Shanghai dollars (unsettled)........-. $7.25 29:70. *: 47.25 29.70 Great Britain will shortly regain at least.a portion 
Hongkong dollars (unsettled)........ 30.1214 31.06 30.12% 31.06 of the gold shipped to the United States. At least 
India (61.798c a rupee).....---+--- 36.14 37.42 36.14 37.42 Secretary of Treasury Morgenthau would seem to 
Japan (84.39c a yen). .....--+s+++- 28.20 28.86 28.20 28.86 imply an official anticipation of an outward gold 
Sts. Settlements (96.139c a dollar)... .) 56.25 58.25 56.25 58.25 movement by the statement that gold now held 
Argentina (71.87¢ a paper peso) {...| 25.55 30.05 25.55 30.05 in the Treasury's general fund might be withdrawn 
Argentina (71.87¢ a paper peso)**. .| 32.23 33.03 32.23 33.03 to replenish Treasury balances or to meet any de- 
Brazil (20.25¢ a peper milreis)**..... 5.90 6.25 5.90 6.25 mand for gold exports. The Secretary indicated 
Chile (20.599c a gold peso)f....... 5.19 5.19 5.19 5.19 also that the amount of gold held in the general 
Colombia ($1.645 a gold peso)**....| 56.58 56.90 56.58 56.90 fund and stabilization fund was more than ample 
Mexico peso (unsettled)f......-.--. 20.20 27.80 20.20 27.80 to meet any possible withdrawal for shipment 
Peru (47.409c a sol)f.....-.-++++-- 21.00 25.50 21.00 25.50 abroad. 
Uruguay ($1.751 a gold peso) 4. .... 41.00 58.00 41.00 58.00 
Uruguay ($1.751 a gold peso)**T....| 63.62 78.85 63.62 78.85 
Venezuela (32.67c a bolivar)4...... 30.80 32.00 30.80 32.00 
Venezuela (32.67c a bolivar)**...... SV62% ee 31.62%  ..... 

+—Nominal quotations. {—Free rate. **—Official rate. §—Travel Lira 4.75¢. 
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1937 soegne* 1938 Indexes COMMENTS 
io. 
High Low Issues (1925 Close—100) High —LowSept.17 Sept.24 Oct. 1 Developments abroad greatly over- 
122.0 54.3 330COMBINEDAVERAGE 70.9 44.2 55.2 57.3 65.6 || shadowed domestic factors in shaping the 
course of securities markets during the past 
253.3 111.4 5 Agricultural Implements.. 115.9 107.0 94.0 101.2 116.0 |] fortnight. Prices dropped sharply until it 
72.6 34.0 6Amusements........... 49.6 94.7 34.1 35.2 41.3 || became known that the immediate danger of 
146.6 52.1 16 Automobile Accessories: 89.1 43.1 67.7 69.6 82.1h || war had been averted, and then recovered 
30.1 8.9 12 Automobiles........... 13.2 7.0 10.4 10.7 12.7 || briskly, with our Combined Average of 330 
178.0 73.4 9 Aviation(1927CIl—100) 192.2 75.2 92.0 94.6 111.2 || active stocks closing the week ended Oct. 
28.5 9.3 3Baking(1926Cl—100).. 16.1 89 11.3 11.3 13.9 || 1stat about the Sept. 3d level. Our daily 
308.6 135.4 3 Business Machines....... 903.3 1290.2 154.3 160.7 186.3 index of 40 industrials merely made a dou- 
247.7 132.6 9Chemicals.............. 166.3 111.6 134.8 139.2 154.7 || ble bottom last week at a time when war 
88.3 32.9 18 Construction..........:. 482 256 35.4 37.1 45.1 seemed almost inevitable, thereby suggest- 
361.0 193.4 5 Containers.............. 249.6 173.8 209.9 206.2 230.0 || ing that some people had strong convic- 
217.3 75.3 9 Copper Eee 1113 60.0 87.7 91.0 101.4 tions regarding the outcome. 
43.0 24.5 2 Dairy Products.......... 28.0 218 21.8R 22.2 23.5 
42.7 15.2 9 Departent Stores........ 958 122 204 208 23.7 RAL 
108.8 45.2 9Drugs & Toilet Articles... 564 40.1 435 446 50.4 ie Ceara oa 
388.4 182.6 2 Finance Companies...... 287.4 158.1 243.8 251.5 2782 || | * ison ven of is vetoes 
s32 259 A Food Steen ll 308 203 929 -aB8 252" || the weekly Combined Average as during 
199.3 46.4 4Fumiture &Floor Covering 67.4 36.9 544 57.0 66.1 sedi ey a ~~ ue engage 
1160.6 894.0 3Gold Mining ......... 1262.1 953.7 1102.8 1111.8 1213.8 wall ‘iL se Fag), Bo: af v0 stress 0} 
58.6 25.8 6 Investment Trusts........ ot oe oe a 
317.8 167.2 4 Liquor (1932 Cl—100).. 194.2 140.7 149.2 153.5 178.1 ae meme Fo, 4 Bronce Ma hi — 
209.8 97.8 9Machinery............. 1296.9 177.6 102.1 1068 120.6 Resi ~ eg Tele 5, n achinery, 
104.3 53.8 Mail Order............ 80.0 49.1 69.3 703 £1772.4 “ ty, “aoe wri & Telegraph—can be 
109.6 47.5 4 Meat Packing........... 56.5 —as “Hs. -9 41.7 - >t ave —_ conspicuously stronger 
334.1 138.6 15 Metals, non-Ferrous...... 182.6 116.0 140.2 1466 163.0 than ¢ t general market, and only one 
26.5 We IS sc neicncsaceces 11.6 5.8 7.7 8.2 10.1 a ae — Stores which failed to reach 
158.8 90.8 23 Petroleum.............. 1130 762 878 90.5 99.4 || Sven er . 10 bench mark—was not- 
114.9 50.5 18 Public Utilities.......... See 29 “269 6543 7 7 wow. 
31.7. 13.3 4 Radio (1927 Cl.—100)... 17.€ 10.3 138 143 169 nore 
112.9 37.7 9 Railroad Equipment...... 49.4 28.2 34.2 36.8 42.2 Persi 5; 
oe 066 Sees 186 106 19.4 192.8 159 ersistent technical strength in the Auto- 
oe os oe nes 5 AT: “Ge 6.0 7.7 || mobile Accessories group, which rose to a 
87.6 34.9 3Shipbuilding............ 626 361 428 44.0 51.5 || "ew high for the current year, is of course 
‘ah: Oe 66a Bie. ........... 85.8 55.9 665 68.9 178 attributable to the brighter automotive out- 
ee Ob OR Miele... ....c.-.<case: 95.7 17.4 19.1 194 91.1 || look. Aviation stocks have again as- 
179.2 1106  @Sulpher..........:..... 169.1 118.6 154.0 156.1 165.5 _— e See as market leaders (tem- 
85.3 43.2 3Telephone & Telegraph... 57.4 37.6 43.5 46.2 56.3 || Pomrily yielded in the belief that our 
Sie S00 SP U....-2.5...55. 49.7 27.9 370 382 43.1 leutrality Act would greatly hamper for- 
29.2 10.7 4 Tires & Rubber.......... 18.2 10.0 14.7 15.5 17.4 || ¢ign deliveries in event of war) owing to 
RE AIRED S i ee 843 638 76.4 76.5 81.6 || Prospects that England and France will now 
WG 906 $Tadion........:......- 33.1 156 925 2414 97.8 || bend every effort to comect their weakness 
346.8 157.7 4 Variety Stores.......... 291.5 146.0 180.8 183.7 205.9 || in the air. It is unofficially reported that 
BGs HO 22 Unclassified (1937 Cl.— England plans to quadruple her air force. 
OO po a 134.0 84.7 103.1 1065 190.2 Fe eRe 
h—New HIGH this year. R—New LOW record since 1928. 
Strength in the Construction and Ma- 
DAILY INDEX OF SECURITIES chinery groups reflects the gratifying ex- 
N. Y. N. Y. Times pansion which is now taking place in those 
Times  Dow-Jones Avgs. ——50 Stocks—— industries. The Food Brands group reached 
40 Bonds 30 Indus. 20Rails High Low Sales a new high for the year, owing to the spec- 
Monday, Sept.19.... 67.90 134.10 24.75 95.38 93.91 825,400 |] tacular advance of one of its components, 
Tuesday, Sept. 20..... 68.47 138.41 25.57 97.65 96.01 1,198,310 || Loft, Inc., which recently won a lucrative 
Wednesday, Sept.21.. 68.84 139.99 25.86 97.67 96.16 1,025,220 || court victory. Strength in the Telephone 
Thursday, Sept. 22.... 68.61 137.35 25.34 96.49 95.56 467,300 || and Telegraph group was largely caused by 
Friday, Sept. 23...... 68.21 134.08 2445 95.06 93.60 721,300 || @ sharp rise in International Tel. & Tel. stock 
Saturday, Sept. 24 67.69 133.02 24.35 93.71 91.31 797,370 || under the belief that Spain's civil war may 
Monday, Sept. 26 67.19 199.91 93.03 92.16 89.43 1,226,090 || be drawing to an end. 
Tuesday, Sept. 27..... 66.82 130.19 923.08 93.04 90.72 771,210 
Wednesday, Sept. 28.. 67.10 133.68 24.08 9413 89.74 1,572,310 aa ocd io 
Thursday, Sept. 29.... 68.02 137.16 25.62 96.58 94.44 1,228,710 R ; : 
Friday Sept. 30....... 69.12 141.45 26.61 99.48 97.79 1,897,860 ealty issues advanced sharply in cele- 
Seudey, Oct. 1... 69.77 143.13 27.43 100.64 99.48 946,490 || bration of their release from the fear of war- 
z bred inflation. By way of emphasis upon 
STOCK MARKET. VOLUME mer a Ad=ministration's political solici- 
Week Ended Oct. 1 Week Ended Sept. 24 Week Ended Sept. 17 ced a sage eerie —. 
eae +s “to oti od Meat Packing, Public Utilities, Railroads, 
— — . pba e vod le we Rey ol are a ey groups which are 
201,418,183 301,651,693 357,650,408 ar pe tg 
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Substantial Profits on Small Capital! 


Exceptional Short-Term Profit Possibilities are 
Now Open in Low- Priced Common Stocks 


OUND common stocks, low and 

moderate in price, form our 
Unusual Opportunities Program. 
Price alone, however, is not enough. 
On account of this very factor, all 
issues considered have to be listed 
on the New York Stock Exchange 
and pass a rigorous test made by 
our analysts. 


Every stock approved must have a 
strong capital structure, outstand- 
ing earnings prospects and enjoy 
a broad market. 
must be ably managed and rep- 
resent an industry that is going 
ahead. Above all, the issue must 
hold unusual 
possibilities. 


The company 


near-term profit 








Take Advantage of 
This Situation! 


The European crisis, accentuating 
the corrective market phase which 
ended September 28, created out- 
standing profit opportunities in low- 
priced common stocks. 


Such stocks, usually in weak hands, 
sell off in the early stages of a re- 
action. Many, due to group move- 
ment, are carried down to bargain 
levels, 


These selected issues are generally 
among the first to stage sharp re- 
bounds and show substantial per- 
centage gains. 








limit. Throughout recent market 
movements, these issues have been 
reanalyzed. From this new group, 
our recommendations will be made. 


Now temporarily quoted around 


15, these stocks can shortly 
rebound into the 20-25 price 
range. 


Consequently, profits of 5 to 10 
points should be quickly available 
in such issues. They should prove 
most profitable mediums for the 
replacement of present holdings 
that face a dubious outlook, 
You may switch 25 shares of a 
stock around 30, into 50 of a 
stock at 15, and materially en 
hance your profit prospects. 





3 Stocks Selected . . . Three Unusual Opportunities 

. averaging around |5 .. . are now being considered. 
They will be recommended to you as a FORECAST sub« 
scriber . . . when our market technicians feel that the 
most advantageous time for you to buy has arrived. 


Only $1000 Required .. . This Unusual Opportunities 
Program is one of the most popular provided by THE 
FORECAST. With $1000, it may be followed in 10 share 
lots on an outright basis. Of course, with a larger amount, 
you may proportionately increase your operating unit. 
The maximum number of stocks carried at one time is five. 
Capital or collateral goes a long way in taking advantage 
of these low and moderate priced trading mediums. 


Commitments will then be kept under our continuous su- 
pervision and we shall advise you. . . by telegram and 
by mail... when to close them out and whether to keep 


Profits of 5 to 10 Points...In the current market your funds liquid or make new purchases. 


phase, many selected stocks that meet our Unusual 
Opportunity qualifications are selling within our price 


Mail the coupon below to take an advantageous position 
in these three Unusual Opportunities. 











SERVICE TO START AT ONCE BUT DATE FROM NOVEMBER 15, 1938 











Free Air Mail 
Service THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
90 BROAD STREET CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 
I enclose $75 to cover my six months’ test subscription to The Investment and Business Forecast with ser- 
vice starting at once but dating from November 15, 1938. I understand that regardless of the telegrams I 
select, I will receive the complete service by mail. ($125 will cover an entire year’s subscription.) 


_} Check here if you 
wish Air Mail and it 
will expedite delivery 
of our weekly and spe- 
cial bulletins. This ser- 
vice is provided FREE 
in such cases in United 
States and Canada. 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in our Private 
Code after our Code Book has had time to reach you.) 


C] UNUSUAL Low-priced Common Stocks for Market Appreciation. Two or three wires a 
) fe . A 
>p month on average. Maximum of five stocks carried at a time. $1,000 capital 
W elie a * OPPORTUNITIES sufficient to buy 10 shares of all recommendations on an outright basis. 
e serve only in a 


advisory capacity, han- C TRADING Active Common Stocks for Short Term Profit. Two or three wires a month, 
dle no funds or securi- on average. Maximum of five stocks carried at a time. $2,000 capital suffi- 
ADVICES cient to buy 10 shares of all recommendations on an outright basis. 


ties and have no finan- 


cial interest in any BARGAIN 


issue or brokerage 


Dividend-paying Common Stocks for Profit and Income. One or two wires a 
month on average. Maximum of five stocks carried at a time. $2,000 capital 


house. Our sole objec- INDICATOR sufficient to buy 10 shares of all recommendations on an outright basis. 
tive is the growth of ‘ 

your capital and in- (REA ee ererrnicn Woe Stn op Ur preety uC eS Gear ace thea er CAPITAL OR EQUITY AVAILABLE............. 
come through counsel SSNS NNECMON SS pees ees Pee pa Seek 558 lS agate ag ads aL sh ses aa sors scan Wieye: Sve Le eUal Ove Haak ete alei dee aS 


to minimize losses and RONNIE ye a oar area ee hs G A ns Me Re Ly RO 8 i rine, SA ratet res Sa cee eee eee ee Oct. 8 


secure profits. Continuous Consultation Service Provided. List Your Securities Now for Our Analysis. 
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STOCKS—BONDS 
COMMODITIES 
Folder ‘‘M’’ explaining margin require- 
ments, commission charges and trading 
units furnished on request. 

Cash or Margin Accounts 
in Full or Odd Lots 


Inquiries Invited 


J. A. Acosta & Co. 


Members New York Stock Exchange 
N. Y. Curb Exchange (Assoc.) 
New York Cotton Exchange 
New York Produce Exchange 
N. Y. Coffee & Sugar Exchange 
Chicago Board of Trade 
Commodity Exchange, Inc. 

New York Cocoa Exchange 


60 Beaver St. New York 
BOwling Green 9-2380 











General Foods Declares 
Preferred Dividend 


Directors of General Foods Corporation 
at a meeting held September 21, 1938, 
declared a quarterly dividend of $1.12% 
ashare on the 150,000 outstanding shares 
of the company’s $4.50 Cumulative 
Preferred Stock. The dividend is pay- 
able November 1, 1938, to holders of 
record October 11, 1938. 


* * * 


Among the products of General Foods are: 
Maxwell House Coffee—Jell-O—Post Toasties 
—Grape-Nuts—Grape-Nuts Flakes—Postum— 
Post's 40% Bran Flakes— Whole Bran Shreds— 
Huskies—Baker’s Premium Chocolate—Bak- 
er’s Cocoa—Swans Down Cake Flour—Dia- 
mond Crystal Salt—Calumet Baking Powder— 
Baker's Coconut—Sanka Coffee— Minute Tapi- 
oca—Log Cabin Syrup—Certo—La France— 
Satina—Birds Eye Frosted Foods. 


GENERAL 
FOODS 


250 Park Avenue - New York, N. Y 


| 
| AVAILABLE UPON REQUEST 








Analytical Study of 
AUTOMOBILE 
d 
43 AUTO ACCESSORY 
COMPANIES 
Also Statistics on 


680 Common Stocks 
Write Dept. M. W. 8 for Copy 


ODD LOT - ROUND LOT - MARGIN 
ORDERS SOLICITED 








James M. Leoroin & Eo. 
Members New York Stock Exchange 
| SINCE 1886 


70 Wall Street New York | 





Answers to Inquiries 





(Continued from page 754) 


earnings will amply cover the $1 
dividend rate on the common issue. 
Consideration should therefore be 
given to the common issue because 
of the high rate of yield afforded. 
From present depressed levels, the 
shares should also show some appre- 
ciation. 





North American Aviation, Inc. 


What is retarding North American Avia- 
tion, considering the fact that its operations 
continue at record levels? I own 200 shares, 
bought for appreciation at 15% last year. 
How highly do your analysts rate this com- 
pany among the aviations?—L. D., Schenec- 
tady, N. ¥. 

During the second quarter of 1938, 
North American Aviation, Inc., en- 
joyed a high rate of activity, opera- 
tions being at record levels. The 
delivery of 130 planes resulted in 
volume sales of about $3,400,000. 
This one quarter business was nearly 
equal to that of the entire year of 
1937, when sales totaled $3,469,735. 
Earnings, of course, rose with the 
result that profits of 17 cents a share 
were recorded against only 2 cents a 
share in the like half of 1937. Un- 
filled orders currently being carried 
on the company’s books are at rec- 
ord levels and assure capacity opera- 
tions for quite some time ahead. 
These orders amounted to $18,000,- 
000. Only recently the company 
divested itself of its transportation 
subsidiary, Eastern Air Lines, and 
has thus paved the way for increases 
in the manufacturing division. Here- 
tofore, earnings of the company have 
been subject to satisfactory results 
from this transportation line and 
now that it has been removed, well 
sustained earnings should result. 
North American benefits from man- 
ufacturing on the assembly line plan, 
thus increasing the efficiency of their 
plants and allowing large scale pro- 
duction. 

Some consideration must be giv- 
en, however, to the large capitaliza- 
tion of the concern. As of June 
30, 1938, there were outstand- 
ing 3,435,033 shares of common 
stock. This will probably work as a 
retarding factor on the shares mar- 
ketwise. The recent sluggishness of 
the shares marketwise might also be 
attributed to this large number of 


shares oustanding, but we are I- 
clined to believe that it is more be- 
cause of the general inactivity of the 
aviation companies as a group. Be- 
fore security prices in general had 
their most recent rise, the aircraft 
stocks were most active. However, 
when the market began to advance 
in other securities, aviation shares 
were dormant. This may be attrib- 
uted to the fact that they already 
had taken into consideration the 
favorable long term factors present. 
In any event, however, we are in- 
clined to look upon the shares of 
North American as excellent medium 
for longer term participation in the 
aircraft industry. 


National Tea Company 


Should I continue to hold 300 shares of 
National Tea common which cost me 16% 
in 1934? I understand it should benefit from 
action taken to release assets tied up in prop- 
erties not used; also in dissolving subsidiaries. 
Will you please write me?—E. W., Detrout, 
Mich. 


Operations of National Tea Co. 
thus far in 1938 have continued to 
reflect the unsatisfactory real estate 
situation. While the company is 
currently liquidating the inactive 
stores and consolidating operations 
in the more profitable ones, it will 
be quite some time before any mate- 
rial benefit is registered in opera- 
tions. Current earnings are also 
suffering from the keen competitive 
situation, higher wages and taxes, 
and substantially lower volume. For 
the 32 weeks ended August 13, vol- 
ume sales were 12.6% below the rate 
in force during the like period of 
1937. 

Operations for the 24 weeks ended 
June 18, 1938, resulted in a net 
loss of 67 cents on each share of 
the 628,250 shares of common stock 
outstanding. This compares with a 
net loss of 4 cents a share sustained 
during the intial half of 1937. It is 
undoubtedly true that the company 
will be able to avoid future expensive 
labor trouble, but increased costs, 
combined with the severe competi- 
tive situation indicate that it will be 
some time before the company can 
register substantial profits. More- 
over, the preferred issue on which 
there are dividend arrearages, plus 
a funded debt, indicates that re- 
sumption of common dividend pay- 
ments is a remote possibility. Im- 
partially appraising the situation, 
we can afford the common stock with 
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only nominal speculative appeal. 
However, since you have held the 
security in your portfolio for such a 
long time and have, as a result, a 
substantial loss, we are inclined to 
advise retention in order to partic- 
ipate in a possible higher price on 
any advancement in the general 
market. 





Standard Brands, Inc. 


Is there any indication of a reversal in the 
declining trend of earnings for Standard 
Brands common? I am told that it should 
show very satisfactory profit margins from 
now on due to lower commodity prices. 
Would you hold 200 shares bought at 15%4? 
—S. F., Wilmington, Del. 


Earnings of Standard Brands dur- 
ing the current half of 1938 will 
probably be a trifle better than those 
sustained during the initial half 
when profits amounted to only 30 
cents per share. This betterment 
will take place not so much from 
lower commodity prices but from 
better consumer purchasing power 
and better volume sales in package 
food products. Last half year earn- 
ings should also compare favorably 
with those of the like half of 1937, 
due to the fact that the company will 
not have to take such heavy inven- 
tory write-downs as were necessary 
at the end of 1937. Nevertheless, 
the uverhead expenses of the com- 
pany are considerable, due to the 
heavy competition experienced. This 
competitive situation makes heavy 
advertising expenditures mandatory 
in order to maintain a good sales 
volume. 

Another adverse factor is that 
many large retailers push their 
own brands instead of concentrating 
on nationally-advertised products, 
such as are offered by Standard 
Brands. While the company has 
been able to meet this competition 
successfully over a period of years, 
we are inclined to believe that no 
substantial gains in profits will be 
registered. Although the company 
maintains an extremely strong finan- 
cial position, we are still inclined to 
look upon the shares as devoid of 
speculative appeal. On the other 
hand, the concern seems quite cap- 
able of maintaining satisfactory divi- 
dends on the common issue even 
though the rate is not earned. There- 
fore, if you are not interested pri- 
marily in price appreciation but more 
concerned with income, retention 
may be advocated. 
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Corporate Earnings Will 
Recover 





(Continued from page 723) 


cons the conclusion is inescapable 
that the most important single fac- 
tor making possible the excellent 
1936-1937 profit margins, aside from 
increased volume, was the increase in 
efficiency effected in the years after 
1929—in short, better equipment, 
better management. 

American industry’s relatively 
good earnings performance in 1936- 
1937 does not square with plausible 
statistical calculations which show a 
tremendous accumulated obsoles- 
cence in productive facilities. Most 
such calculations are based on com- 
parison of total corporate new capital 
financing during the 1933-1937 re- 
covery with the much greater volume 
of financing in the 1923-1929 period. 
This method, however, is misleading. 
For example, the difference between 
average annual corporate new capi- 
tal financing in the 1923-1929 period 
and that of 1936-1937 was about 
$5,750,000,000 a year, but the de- 
ficiency in industrial new capital 
financing accounted for a relatively 
small part of this shrinkage. By far 
the greater portion of the shrinkage 
was due to decline in public utility 
and railroad financing and in non- 
productive financing such as invest- 
meni trusts and utility holding com- 
panies. Moreover, expansion of in- 
dustrial facilities is one thing and 
maintenance of facilities quite an- 
other thing. The emphasis in the 
1923-1929 period was on expansion. 
In the past eight years of sub-normal 
volumes the emphasis has _ been 
chiefly on maintenance and modern- 
ization. Such expenditures are 
always financed in far greater de- 
gree out of depreciation and earnings 
—the two being the same thing so 
far as available cash is concerned— 
than out of market financing. 

There can be no doubt that the 
major manufacturing industries are 
today capable of producing more 
efficiently than ever before. Most 
will benefit substantially in the pres- 
ent recovery from the relatively 
large installations of modern machin- 
ery and machine tools made in 1936- 
1937 and some — notably in steel, 
paper and chemicals—will have the 
advantage of new plants built over 
the past several years. 











STOCKS 
te Buy Now! 


POR those investors who 
hesitate to make commit- 
ments in the face of Euro- 
pean unsettlement, our Staff 
has analyzed two issues that 
offer outstanding investment 
possibilities. 

1. A semi-speculative stock, pay- 
ing dividends, that will benefit 
largely from repairing of New 
England flood and hurricane 
damage. Also from indicated 
sharp trade improvement in 
an important industry. 

A backlog investment issue, 
representing an outstanding 
unit in an industry with attrac- 
tive Fall outlook. 


= 


German-Czech Chronology 


In the same bulletin ap- 
pears a chronological outline 
of events featuring the Ger- 
man-Czech controversy. You 
will want this timely outline 
as a permanent historical 
record. 

Send for Bulletin MW-58 FREE! 


UNITED BUSINESS SERVICE 


210 Newbury St. ~ rr Boston, Mass. 


———POINTS ON TRADING 
and other valuable information for investors 
and traders in our helpful booklet. Copy 
free on request. Ask for Booklet MG6 
Accounts carried on conservative margin. 


(isHoim & (HAPMAN 


Established 1907 
Members New York Stock Exchange 
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New York, N. Y. 
September 20, 1938 


Philip Morris & Co., Led., inc. 


A regular quarterly dividend of $1.25 
per share on the 5%.Convertible Cumu- 
lative Preferred Stock, Series A, has 
been declared payable December 1, 
1938 to holders of Preferred Stock of 
record at the close of business on 
November 15, 1938. 

There has also been declared a divi- 
dend of 75¢ per share on the Common 
Stock, payable October 15, 1938, to 
holders of Common Stock of record at 
the close of business on October 4, 1938. 

There has also been declared a divi- 
dend on the Common Stock of this 
Company of one-half of a share of 
Common Stock for each share of Com- 
mon Stock outstanding, payable No- 
vember 15, 1938, to holders of record 
of said Common Stock at the close of 
business on November 1, 1938. 


L. G. HANSON, Treasurer. 
WiLLddlllddldilllallllssddddaa 
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CasH AND DuE From Banks. 


FULLY GUARANTEED . 


Banxine Houses 
Oruer Rear Estate . . 
MortGaGEs 


Orner Assets . . 


Capirat Funps: 


PURPING «5. 5. bw gore 
Unpivivep Prorirs. 


Deposirs . Sy ca? a ae 
AccEPTANCES OursTANDING . 


Foreicn BILLs 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 
Statement of Condition, September 30, 1938 
RESOURCES 

Buturon Asroap anv In Transtr 


U. S. GoveRNMENT OBLIGATIONS, DIRECT AND 


State anp Municipat SEcurRITIES. 
Orner Bonps AnpD SECURITIES . E ee 
Loans, Discounts AND BANKERS’ ACCEPTANCES 


Customers’ Acceprance LiaBi.iry . 


LIABILITIES 


Caprrat Stock . . . . $100,270,000.00 
100,270,000.00 
31,136,343.12 


RESERVE FOR CONTINGENCIES . 
RESERVE FOR Taxes, INTEREST, ETC. « 2 


LiaBitity as Enporser ON ACCEPIANCES AND 


United States Government and other securities carried at 
$134,108,067.90 are pledged to secure public and trust deposits 
and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 


. $ 986,341,323.24 
37,050,975.81 


661,918,043.40 
108,747,143.17 
174,451,571.41 
620,196,819.77 
iis, Bela 
6 Bread 6,835,051.92 
11,297,190.31 
. .  22,003,055.08 
6 Necanes 6,416,425.19 


$2,670, 122,657.40 








$ 231,676,343.12 

. «+ 16,867,007.26 
1,700,804.22 
2,376,974,193.01 
22,779,871.31 


12,169,784.94 
BR eens 7,954,653.54 
$2,670,122,657.40 





-interval. 











Aside from efficiency of equip- 
ment, at present the most pertinent 
factors to be considered in any con- 
jecture as to the outlook for corpor- 
ate profits are labor costs, taxes and 
commodity price trends. 

Labor cost and hourly wage rate 
are by no means the same thing. 
Labor cost per unit of product turned 
out is the real element and this de- 
pends not alone upon wage rate but 
also upon the efficiency of workers 
and equipment. Unit labor costs 
advanced sharply in 1936 and 1937 
as wage increases far outran gain in 
efficiency. Indeed, there was a de- 


crease in worker efficiency, reflecting 
the militant unionization movement 
and resultant decline in shop disci- 
pline and morale. As long as volume 
was maintained, effect of rising unit 
labor costs upon profit margins was 
offset by higher prices. 

It is significant that the trend of 
unit labor costs has been sharply re- 
versed this year. For instance, the 
National Industrial Conference 
Board’s index of unit labor costs in 
manufacturing industry stood last 
December at 117.7% of the 1929 
average, but had fallen to 97.5% 
by August, although hourly wage 


rates remained some 20% higher 
than in 1929. This betterment re- 
flected laying off of least efficient 
workers and improved plant disci- 
pline and efficiency. 

Whether present relatively favor- 
able trend of unit labor costs will 
continue is somewhat conjectural, 
depending largely on the general 
attitude of the more important labor 
organizations. In general, however, 
the spirit of the times—in labor 
unions as elsewhere—seems to be 
toward more conservatism, more 
cooperation. While wage costs vary 
enormously, in a majority of the 
major manufacturing industries they 
range from 12 to 30% of the value 
of goods produced. 

Federal, state and local taxes are, 
of course, pointing upward. For 
most large companies the present 
minimum Federal income tax is 
1614%, against minimum of 15% 
in 1936-1937 and pre-New Deal rate 
of 1214%. There is a distinct pos- 
sibility the rate will be further raised 
in 1939. As heretofore cited, 1936- 
1937 profit margins compared very 
favorably with those of 1928-1929 
despite a sharp tax increase in the 
That means that the 
fruits of increased productive effi- 
ciency went in greater degree to 
government, leaving less to be shared 
by labor, stockholders and consum- 
ers. As far ahead as can be seen, the 
claims of government and labor will 
be emphasized, and the chief victim 
so far is not the stockholder but the 
consumer. It appears probable that 
the long run trend toward lower 
prices of finished goods has been 
checked—regardless of cyclical fluc- 
tuations—for as the income incre- 
ment deriving from increased effi- 
ciency goes more and more to 
government and labor, the less can 
the saving be shared with the gen- 
eral consumer in the form of lower 
prices. Over a period of time we 
can count on a fairly consistent in- 
crease in productive efficiency. Very 
likely increased efficiency during the 
next year or two can absorb the tax 
increases made during the past year, 
without serious harm to profit mar- 
gins — other factors being equal, 
Whether future tax increases can be 
absorbed without material lowering 
of profits will depend, of course, on 
the scope of such increases and the 
period of time over which they are 
spread. 

Generally speaking, industry thus 
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far in the recovery has been oper- 
ating on a static price level as to 
finished goods, without any such 
easy price advantage as was had in 
the initial 1933 upturn or in the re- 
covery from the spring of 1935 to the 
spring of last year. Barring war 
and despite long term inflationary 
implications in the Government’s 
credit policy, dynamic price inflation 
does not appear to be a near term 
probability. 

Therefore, as far ahead as can now 
be seen, industry will have to look 
to volume and efficiency of opera- 
tions for restoration of satisfactory 
profits rather more than to its price 
spread. On the other hand, relative 
both to 1937 highs and to the 1923- 
1925 base period, prices of raw mate- 
erials are much more depressed than 
prices of finished goods. This dis- 
parity is not in the interest of a vol- 
ume recovery, but we are talking 
here about profit margins and in this 
respect a low price level for raw 
materials relative to prices of finished 
goods give the manufacturer an ob- 
vious advantage. For example, 
price reductions on 1939 automo- 
biles are made possible chiefly by 
lower cost of materials and decrease 
in unit labor costs, so that, with ade- 
quate volume, profit margins should 
be entirely satisfactory. 

On the whole, while fourth quar- 
ter earnings will reflect no semblance 
of real corporate prosperity, we can 
probably expect future average 
profits in line with those of 1936- 
1937 if 1936-1937 volume is dupli- 
cated. Volume is the big question. 
Once industry gets above the break- 
even point, percentage rise in profits 
tends far to outrun percentage gain 
in volume. In industries subject to 
wide cyclical swings in volume, the 
big profits come when the top 10 to 
20% of capacity is finally utilized. 
At any time of capacity or near- 
capacity operations, price spreads 
also are usually favorable or become 
so. 
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tional plant capacity and improve- 
ments. At the present time output 
includes a sizable list of steel prod- 
ucts, of which such items as steel 
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A Greater Service 


| FIve years ago, Babson’s Re- 

ports broke all precedents 

with the announcement of a 

Supervised Investment Service 

for $120 a year. In taking that 

forward step, we accepted a fact 

well known to every seasoned 

| investor: It is utterly impossible 

for anybody to supervise success- 

fully all securities. That was why 

we focused our efforts on certain 

issues which offered the real op- 
portunities. 


Supervision Pays 


The practical results of such 
concentration have been impres- 
sive. The recent market advance 
is a typical test period. The Bab- 
son Selections have leaped 40% 
in market value while the Dow- 
Jones Industrial Average has 
advanced only 32%; this means 
Babson clients’ profits have been 
25% greater than the market 
average. 


to Investors 


Based on five years of success- 
ful experience, we are now su- 
pervising a somewhat larger list 
of securities. They include the 
market’s real income-producers 
and profit-makers. This enlarged 
supervision means an even more 
comprehensive service to you as 
an investor. 

Conserve Your Principal 

To increase and protect your 
income and profits is the pur- 
pose of Babson’s Reports. In the 
thirty-four years this organiza- 
tion has been serving investors, 


improvements have been con- 
tinuous. Clients have benefitted 
steadily. 


Write for Special Circular 

Today’s enlarged Supervised 
Service constitutes still another 
forward stride. Let us show you 
how it fits your personal needs 
and how it can relieve you of 
investment worries and burdens. 


— 
« Babson’s Reports, Incorporated, Dept.38-77, Babson Park, Mass. § 


pipe, sheets, bars and tin plate for 
which such industries as oil and gas, 
automotive, building and container 
provide the principal markets. 

Last year the company’s net 
sales of $144,288,797 were the larg- 
est since 1929, and compared with 
$161,038,216 in the latter year. Net 
income in 1937 totaled $12,190,649 
and was also the largest since 1929, 
although nearly $9,000,000 less than 
that year. Net profit margin last 
year was 8.4%, which compared 
with 8.7% for U. S. Steel, 7.6% for 
Bethlehem, 3.6% for Republic and 
12.2% for National Steel, the latter 
being the highest margin shown by 
any of the leading steel companies. 
Earnings of Youngstown last year 
were equal to $3.91 per ton of ingot 
capacity, as compared with average 
for twenty-one leading producers of 
$3.24 per ton. 

After deducting a surplus profits 
tax of $323,500 last vear, net after 
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preferred dividends was equal to 
$6.79 a share for the 1,675,008 shares 
of common stock comparing with 
$7.03 a share on 1,384,752 shares of 
common in the preceding year. 
Dividends totaling $3.25 a share 
were paid in 1937, the first disburse- 
ment to common stockholders since 
1931. 

Including the recent 4% deben- 
tures issued by the company, total 
funded debt is $88,065,000 and 
there are outstanding 150,000 shares 
of 514% preferred stock. Thus it 
will be noted that the nature of the 
company’s capital structure is such 
that considerable leverage is im- 
parted to the common stock, result- 
ing in rapidly rising earnings on a 
per-share basis when operations are 
favored by resaonably normal con- 


ditions. Just the opposite is, of 
course, true when under adverse 
conditions the substantial fixed 


charges and preferred dividend re- 
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quirements take a proportionately 
larger share of net income. For ex- 
ample, earnings jumped from 64 
cents a share in 1935 to $7.03 in 
1936. The increase in sales for this 
period, however, was less than 50%. 
On the other hand, earnings dropped 
from $17.28 a share in 1929 to $5.17 
the next year, to be followed by 
substantial deficits in the next four 
years. Between 1929 and 1930 sales 
were off only 30%. 

In the first quarter this year, 
Youngstown reported a loss of 
$139,529, while in the second quar- 
ter net amounted to $118,038, in- 
dicating a net loss of $21,496 for the 
first six months. Even allowing for 
a fairly substantial improvement in 
the company’s showing for the final 
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six months, earnings for the com- 
mon stock will be appreciably less 
than a year ago. No dividends have 
been paid this year. 

In the face of this prospect, the 
shares around 37 could hardly be 
regarded as an outstandirg bargain. 
The market, however, is apparently 
seeking to evalute the rising trend 
of steel operations and their more 
hopeful implications. The 37 level 
for Youngstown Sheet & Tube com- 
mon compares with the current high 
of 4334 and the low of 24. In 1937, 
the shares sold as high as 101%, 
while their low was 344%. The 1937 
high is not likely to be exceeded for 
some time. The company’s earn- 
ings over the near term at least must 
remain subject to the uncertainties 
of lower steel prices and the elimina- 
tion of basing point differentials. 
Fixed charges on. the new deben- 
tures will be equal to about 75 cents 
a share of common stock. Against 
these adverse factors, can be weighed 
ihe fact that the company’s opera- 
tions at the present time are above 
the pay point. Even allowing for 
lower price schedules, it is signifi- 
cant that the company was able to 
show a profit in the second quarter 
when the average level’ of steel 
operations was considerably less 
than at the present time, lower in 
fact than at any time during the 
third quarter. 

While any definite conclusion as 
to the steel prospect and perforce 
the outlook for Youngstown Sheet & 
Tube common must be liberally 
hedged by “ifs and buts” the shares 
undoubtedly possess better-than- 
average speculative qualities. As 
such their purchase and retention 
may well prove a profitable course. 





Revolution in Textiles 
Arrives 
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farmer presumably would be dam- 
aged. 

With the exception of the develop- 
ments in glass, the foregoing depicts 
the fight between synthetic textiles 
evolved by organic chemistry and 
such natural fibers as cotton, wool 
and silk. By-and-large it is a fight 
which, while it may effect certain 
farmers and certain farming regions, 
does not hold any great threat to the 
farmer as a whole. This is because 


he continues to be the source of the 
all-important cellulose and casein. 
To have the farmer produce the 
basic raw materials of industry is 
one of Mr. Ford’s fondest hopes. In- 
cidentally, he is sponsoring experi- 
ments with a view to producing a 
synthetic fiber from the soy bean, 
which has been made to yield al- 
ready paint and plastics. 

However, the farmers’ future re- 
lationship to the textile industry 
becomes much less reassuring after 
a brief glance at the strides being 
made in synthetic organic chemistry. 
Ethyl alcohol, not many years ago 
produced solely by fermenting grains 
or molasses, is now made from nat- 
ural or refinery gases. Acetic acid, 
which we all know in the form of 
vinegar, can be made in many ways 
of which a process based on acety- 
lene is one. Methanol, or an alcohol 
once made by distilling wood, is 
now produced mainly from by-prod- 
uct hydrogen and carbon dioxide. 
The production of synthetic organ- 
ics has made such progress that it 
is not going beyond the realm of 
possibility to suggest that before 
Icng synthetic textiles based on nat- 
ural organics will be having the fight 
of their lives with synthetic textiles 
based on synthetic organics. 

There is some concrete evidence 
of this developing. Union Carbide 
& Carbon, for example, has long 
been a leader in synthetic organic 
chemistry and among the countless 
products that the company evolves 
are certain synthetic resins to which 
the name “Vinylite” has been given. 
These are well known in the form 
of toothbrush handles, phonograph 
records and as a covering in coated 
paper. It is believed, however, that 
experiments have been undertaken 
with a view to moving “Vinylite,” 
or some modification thereof, into 
the field of synthetic fibers. 

It is quite apparent that what is 
happening in textiles amounts to a 
virtual revolution whose economic 
effects will be far-reaching. The 
continued displacement of silk by 
synthetic fibers reacts adversely 
upon the Japanese silk farmer, not 
only through the lessened demand, 
but because such slackened demand 
brings pressure on prices. Average 
annual imports of raw silk by the 
United States between 1926 and 
1930 were about 75,000,000 pounds 
with a value of $370,000,000. In 1937 
our imports were 58,000,000 pounds 
with a value of $106,000,000. This, 
some will contend, is all very well: 
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certainly the position of the Japs to 
shoot American scrap iron at help- 
less Chinese has been impaired. On 
the other hand, it is undeniable that 
the less Japan gets for her silk the 
harder it is for her to pay those 
Americans who hold her bonds. 

And so with other materials. A 
boom in the production of “Lanitai” 
presumably will hit our wool grow- 
ers. It will, however, also affect our 
trade relationships with the coun- 
tries from which we import this 
natural fiber. 


Finally, one may well ask what is 
all this to mean to those who have 
made their living spinning, weaving 
and dyeing cotton, silk and wool? 
The answer depends upon their 
ability to adapt themselves to the 
new materials. One can imagine 
cotton mills swinging over to rayon 
staple fiber: woolen mills swinging 
to crinkly rayon, or possibly some 
time in the future to “Lanital.” Al- 
ready, the Paterson silk manufac- 
turing district is largely a rayon 
manufacturing district. 

Thus, revolution though there be 
in the world of textiles and despite 
any major economic effects that it 
may have on growers, on dealers, on 


foreign trade and elsewhere, the new 
materials may be considered to be 
neither particular threat nor hold 
particular promise to the existing 
American textile industry as a whole. 





A Realistic View of Money 
and Credit 





(Continued from page 725) 


that might be done. The Govern- 
ment could revise its tax laws with 
a view to encouraging profits rather 
than killing them. Under the pres- 
ent system, if a man ventures and 
loses, the loss is all and irrevocably 
his, while if he makes a profit, the 
Government takes a great deal of it, 
under some conditions virtually all. 
With safe haven in tax-exempt 
bonds, is there any wonder that these 
are preferred to the risks of busi- 
ness? 

But taxes are not the only trouble. 
There is the fog of uncertainty which 
surrounds the whole labor situation, 
not excepting of course the findings 
of the National Labor Relations 
Board. Then there is the steady in- 


vasion on the part of the Govern- 
ment of the field of private business. 
It is not only in the utility and trans- 
portation industries that private 
capital finds itself waging a losing 
fight against the unlimited funds of 
the Federal Government, but the 
WPA sponsors this, that and the 
other project, while Federal subsi- 
dies are here, there and everywhere. 

Unfortunate if you like, but nev- 
ertheless it is a fact that we have in 
the present situation something of 
a vicious circle. The Government 
spends to bring about a business re- 
covery and the more it spends the 
less is the inclination of business to 
do so, thereby making even more 
vigorous efforts on the part of the 
Government necessary. We are not 
suggesting that the well - merited 
reforms of the New Deal be aban- 
doned, but something must be done 
to break the vicious circle and bring 
about a greater use of private capital 
and the easiest way to do it is to take 
a pro-business rather than an anti- 
business attitude. Do this and the 
potential threat in a mounting vol- 
ume of bank deposits whose turn- 
over steadily decreases would be 
removed. 
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